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Tue rights and wrongs of specula- 
tion, its usefulness to the country 
and its harmful aspects, have been 
argued well beyond the point of ex- 
haustion. But there is still some 
thinking to be done on the personal 
side of the question. Consider the 
individual ventures solely on the 
basis of their justification to those 
who make them, forgetting for this 
purpose the larger considerations of 
public welfare. Should any of us as- 
ume risks that are unnecessary to us 
personally in the hope of gain? 

The answer is entirely one of qual- 
ifications. In some of the longer bull 
markets of the past those who knew 
very little about what they were 
domg have made large profits, but 

that does not prove that speculation 
on their part was justified. Equip- 
ment, not immediate results, is the 
criterion. Adthough a man need not 


know any of the mechanical fine 
points of trading, may rely on his 
broker or other advisers for consid- 
erable help in putting his ideas into 
execution, he must be familiar with 
business conditions and trends. He 
must comprehend the place of the 
stock market in the present scheme 
of things. He must above all know 
the risks he is taking in propor- 
tion to the chance for profits. 

And although we use the mascu- 
line pronoun, it is with the full real- 
ization that any woman who has a 
grasp of business can also qualify 
herself as the right type of specula- 
tor. There are many examples. 

A broker will tell you that much 
as he wants commissions and a 
higher volume of trading, he hopes 
that his own customers will be those 
who are qualified to speculate. It is 
in many ways a futile hope, if only 


because the trend of the market has 
so much to do with determining who 
will be trading and who will not. A 
prolonged bull move will spread the 
word that money can be easily made 
in Wall Street and in will come flock- 
ing those who have no other equip- 
ment but optimism. A few months or 
a few years later they will be gone, 
but the effects of their foolishness 
will linger on, either in punitive in- 
vestigations or in public resentment. 

The S. E. C. has as one of its ob- 
jectives the protection of unqualified 
speculators against their own handi- 
caps. The only way to complete 
success in this would be to close the 
exchange, require a certificate of ad- 
mission, or forbid bull markets. Un- 
til some such expedient is adopted, 
there will always be a varying num- 
ber of participants who simply 
should not speculate. 
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Triangle 


Strong retail demand for automobiles is one of the bright spots in the 
business picture. The industry's only "inventory problem" is that of get 
ting enough cars into the hands of dealers. Nor does rising consumer 


demand center only on automobiles. Retail trade generally points 


higher. See "Industry Examines Its Outlets" beginning on page 204. 
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Questions of the Day 


The Eccles theory of fluctuating tax rates in 
line with business prosperity sounds good. Will it 
work? 

Mr. Eccles must be given every credit for a consistent 
and sincere effort to solve a problem that has baffled 
the country for years. He comes to the conclusion that 
tax rates should be high when times are good and low 
in slumps, thus balancing the budget by longer periods, 
say decades, and leveling out the more erratic swings in 
national income. The opposing line of thought holds that 
the one great handicap to business in any tax policy is 
instability. Constant changes can do more damage than 
arate high enough to bring in far larger revenues. The 
economy has succeeded in adjusting itself to any taxes 
thus far imposed upon it, but it cannot with any confi- 
dence face the prospect of adjusting itself to unknown 
future conditions deliberately held over its head by the 
Government. 


To what extent is the decline in the external value 
of sterling going to depress commodity prices? 

The peculiar situation of a fixed official rate for the 
pound in London and a free market anywhere from five 
to twenty-five cents lower in New York has been decid- 
edly unsettling to all concerned in the price of sterling. 
Particularly in commodity markets, since most of the 
world’s raw materials are traded in terms of the English 
currency, fluctuations in foreign exchange have been 


factors in many of the recent swings. With sterling 
working lower in the New York market, rubber and tin 
and cocoa would be under pressure in normal times, but 
tight spot situations and interference with shipping have 
been at least temporarily offsetting influences. A declin- 
ing pound is deflationary in its effect on commodity 
prices, yet any war large enough to increase demand and 
lower supply has always been, probably always will be, 
inflationary. The answer is obviously very complex. 
England has the power to set prices officially at levels 
most favorable to her, and she also has sufficient re- 
sources to change the course of the pound’s value in dol- 
lars. Regulatory measures in either field, however, are 
subject to sudden breakdowns. Over the immediate 
future a continuation of sterling’s recent trend would 
probably drag a number of commodities down with it: 
but the effect on the longer course of prices will be com- 
plicated by, other major factors, not by any means unani- 
mously deflationary. 


What will increased national defense spending 
mean to business? 

For one thing, the possibility of higher taxes or some 
sort of special levy, judging from the President’s remarks 
at a recent press conference. The question of paying for 
the greater armaments is still wide open, however, and 
theoretically up to the people. while a few reasonable 
predictions as to the effects of the purchase proper can 
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be made now. Some of the fields which would ordinarily 
stand to gain most from an increase in these expendi- 
tures—we are thinking particularly of the shipbuilding 
and aviation industries—already have full schedules for 
months to come. Additional orders placed in the near 
future will have little effect on their rate of output cr 
on general business activity. Basic materials involved 
in the program, steel for instance, depend so slightly 


upon military uses under the most favorable of peace 
time conditions that the rate of arms building can hardly 
be called a factor. Aside from special situations almost 
entirely confined to smaller companies, Federal arms. 
ment money will provide no bonanzas in 1940. Its chief 
influence will be solely as an addition to spending; and 
even this may be overcome, perhaps not unfortunately, 
by a pay-as-you-go tax policy. 





The Trend 


ECONOMIC WAR... After a staggering slaughter of 
human beings— much of it sheer futility — economic 
power finally determined the outcome of the World War. 
The lesson has been remembered. Thus far both the 
Allies and Germany are fighting what is predominantly 
an economic war in which fatalities are few and inciden- 
tal to the broad strategies of economic pressure. The 
Allies will certainly continue to fight along this line. 
Whether Germany in eventual desperation will attempt 
some large scale killing is problematical. 

This is nevertheless a very real and deadly earnest 
war. It will determine not only the fate of the three 
major nations directly involved but also the question 
of whether in coming years hundreds of millions of people 
in this world can expect to live under increasing degrees 
of self-government and personal liberty—or under the 
whips of authoritarian despots. 

Those who sympathize with the Allied cause—an over- 
whelming majority of our people—can view the war’s 
course to date with hope and confidence. Despite the 
fake Russian “partnership” and partly because of it, 
Germany’s isolation is growing. The neutral countries 
of Europe are increasingly firm not only in maintaining 
their neutrality but in their will to resist Nazi aggres- 
sion, whether military or economic. In the case of the 
Balkans, Turkey and Italy we see the possibility of a 
community of interest gradually forming, as it already 
has done in the neutral Scandinavian bloc and in the 
Dutch-Belgian relationship. 

In England and France the talk is not of the doom of 
civilization, nor of bloody vengeance, nor of the “smash- 
ing of the Hun.” Calm and determined, those peoples 
are already giving sober thought to an ultimate peace 
altogether different from that imposed at Versailles—to 
an enduring peace and a European reconstruction. This 
attitude is not one of weakness but of strength. 

To be sure, Germany’s latest venture in indiscriminate 
mine-laying is taking a heavy toll of ships in the sea lanes 
serving England—but this menace is far from a real 
innovation and a way will be found to combat it. More- 
over, since the tonnage of neutral ships being sunk 
greatly exceeds that of British, this method of warfare 
probably will prove to be another Nazi boomerang, fur- 
ther alienating neutral countries. The German victory 
represented by the sinking of a score or more of ships 


of Events 


in the past week is more than outweighed by the r- 
ported Nazi economic defeat in Roumania —a defeat 
which apparently means that Germany will get nowhere 
near the supplies of Roumanian oil and cereals that she 
had expected. 


LABOR AND THE LAW ... Through the voice of Assis- 
tant Attorney General Thurman Arnold, the New Deal 
has finally nerved itself to warn organized labor that 
some of its favorite practices are neither legal nor in the 
public interest. His threat that labor unions may in cer- 
tain instances be open to prosecution for violation of the 
anti-trust laws was apparently aimed chiefly at building 
crafts affiliated with the American Federation of Labor. 
Speaking for the A. F. of L., Mr. William Green has 
replied that the anti-trust laws do not apply to labor 
unions. It remains to be seen what the Supreme Court 
will ultimately rule on the legal questions involved. It 
also remains to be seen whether the New Deal will back 
down when “organized labor” threatens political reprisal. 

As a layman, we wouldn’t know about the legal issue 
but we know a little something about labor unions, a 
do all reasonably intelligent Americans equipped with 
normal eyes and normal ears. Some unions are beyond 
reproach, a boon to their members and to the employing 
industry. Others, to put it bluntly, stink to high heaven. 
There are unions run by and for racketeers. There are 
unions which obviously, openly and blatantly “restrict 
trade” by practices which limit or reduce economic activ- 
ity and employment. There are unions which can and 
do deny a man the right to enter a trade of his choice; 
which can arbitrarily kick him out of his present job 
no matter how competent he may be; and which cat 
blacklist him for life from the only kind of work he knows 
how to do. In short, there are unions more viciously 
monopolistic than any American industry is or ever Was. 

A showdown and a cleanup are long overdue. Fortt- 
nately, there are stirrings of public opinion which indi- 
cate that said showdown and cleanup are coming. 
Fortunately also, there are signs that it is beginning lo 
dawn on the browbeaten politicos that Bill Green and 
John Lewis do not necessarily voice the real sentiments 
of all union workers. A little quiet investigating would 
undoubtedly show that, although afraid to say so for 
the record, thousands of the dues-paying small fry would 
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be very glad to see a little light let in on the doings of 
their well-paid chieftains. 


TNEC TURNS TO COPPER .. . Having finished with 
steel, the Temporary National Economic Committee is 
now beginning to take a searching look at the copper 
industry—with particular emphasis on the matter of 
prices. Presumably it wants to know, among other 
things, how copper prices are determined and how varia- 
tions in price affect demand. To keen poltical noses there 
is, or ought to be, a distinct smell of monopoly hovering 
around this industry, since the bulk of domestic produc- 
tion is handled by three great companies. 

We hope the TNEC will ascertain why it is that 
when copper prices go down, as they do every now and 
then, nobody seems at all interested in 
buying more of the metal. For in- 
stance, in 1932 copper sold down to 
the record low of 4 cents a pound and 
you couldn’t get anybody to buy a 
dime’s worth. Today at more than 
three times the cheap 1932 price there 
are buyers in the market for a consid- 
erable tonnage of the metal. 

Surely there is something strange 
here. According to the general theory 
from which our Washington monopoly 
hunters take off in their periodic quests 
for the economic lowdown, an industry 
should be able to increase its sales by 
reducing prices. As almost any busi- 
ness man could tell the T N EC in ten 
minutes, the fact is that with some 
types of products—chiefly consumption goods—you can 
increase demand under certain conditions by lowering 
prices; but that with other types of products—includ- 
ing all goods purchased by processors rather than the 
ultimate consumer—you can cut prices until you are 
selling at an out-of-pocket loss and still get no orders 
when general business is declining, and when it isn’t 
declining you can usually sell just as much without 
cutting prices. 

The T N EC could contribute much to public enlight- 
enment if it would concentrate objectively on two ques- 
tions: Why has the previous long term upward trend in 
our per capita national income been terminated or inter- 
rupted since 1929? Why are our depressions tending to 
become more frequent and more severe than formerly? 
No major portion of the answers will be found in the 
pricing habits of American business. 


COST OF A STRIKE... The strike which has shut down 
the Chrysler motor plants is fifty days old as this is 
written. Its cost to the workers to date has been ap- 
proximately $18,000,000 in lost wages. Its cost to the 
company is estimated at more than $10,000,000 in profits 
foregone. Its cost to the rubber, glass, steel and railroad 
industries amounts to many additional millions of dol- 
lars. Each day it is costing the City of Detroit more and 
more money in mounting public welfare expenditures. 


Quite aside from the strike’s justification or lack of 
justification, the simple arithmetic of the above figures 
does not speak well for the intelligence of the labor lead- 
ers who have directed the union fight. They are ask- 
ing a wage increase that would amount to approximate- 
ly $8,000,000 a year and have refused an offered increase 
that would amount to $3,000,000 a year. If they got 
the $8,000,000 increase, their followers would have to 
work two and one-quarter years before making up the 
wages already lost. If they finally accept a $3,000,000 
increase, it would make up the 50-day loss of wages in 
six years. Should a compromise be promptly reached at 


‘$5,000,000, the workers would break even on the deal in 


approximately three and one-half years. 

Maybe some day those who call strikes will get smart 
enough to figure how much the work- 
ers could lose, as well as how much they 
might win. 


NEW TAXES OR MORE DEBT... As 
nearly as can be foreseen at this time, 
the Federal deficit for the current fiscal 
year ending June 30, 1940, will amount 
to about $3,500,000,000; revenues will 
probably be in the neighborhood of 
$6,000,000,000 while expenditures are 
expected to approximate $9,500,000,000. 
Of the latter sum, roughly $1,750,- 
000,000 will be spent for national de- 
fense purposes. 

With presentation of the fiscal 1941 
budget close at hand, the President 
states that current world conditions 

dictate record peacetime appropriations for defense. An 
increase of $500,000,000 over the present year’s outlays 
for this purpose, he believes, should be planned for next 
year. In the light of the conditions referred to and of 
existing inadequacies of personnel and equipment of 
our fighting forces, there are few who will deny the 
urgency of such an increase. The President himself, 
however, has raised the question of how the increase 
is to be financed and has invited public discussion of 
the matter. The alternatives he offers are new taxes or 
more debts. 

Actually, of course, there is a third alternative: the 
drastic scaling down of appropriations for other Govern- 
ment activities. Indeed, there are indications that some 
curtailment of the sort is in prospect. It has been 
officially intimated that next year’s deficit may be cut 
to $2,000,000,000 and it would not be surprising to see 
at least moderate budget cuts proposed to Congress. 

But entirely aside from the fact that no initial budget 
estimate of recent years has stood the test of time and 
that additional appropriations have invariably been re- 
quested and obtained later, it is apparent that the entire 
question goes much deeper than the matter of defense 
spending or how to finance the increment called for next 
year. With the Federal debt due to reach the statutory 
limit before the year is out, some pretty serious thinking 
on the whole subject of Government finance is in order. 
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The Stoeck Market to the Year-End 


Technical action is inconclusive and politico-economic pros 


and cons are closely balanced. 


Giving the market the 


benefit of the doubt, we counsel against investment liqui- 


dation but would defer new purchases for the present. 


As this is written the market stands about where it 
stood two weeks ago when our last previous analysis 
was written. Last week’s reaction cancelled out the pre- 
‘vious week’s rally. On the basis of daily closing prices, 
the range of fluctuation in our industrial average over 
these two weeks has been only 2.65 points. The some- 
what wider trading range which has prevailed since the 
fast war advance made its initial top has now completed 
eleven weeks without any decisive technical development. 

Last Friday the President’s trial balloon on the subject 
of special national defense taxes was taken as a plausible 
excuse for speculative selling and a quickened tempo of 
reaction. In the final session of the week, however, 
pressure evaporated and the market again appeared to 
shrink from the job of definitely penetrating the well- 
defined resistance level at 109 in our industrial average 
and the equivalent Dow-Jones resistance line at 147-148. 

On the other hand our broad weekly index of 316 
stocks, reflecting relatively greater weakness of low price 
issues, closed the week at a new low for the entire 
period since the war began. Standing at 66.6, this index 
is 5.4 points under its autumn high and is only 314 
points above the best level reached last July when the 
possibility of war was a retarding factor. Since this 
index and the more volatile industrial average have 
failed to better the levels at which we started the year— 
despite the major rise in business and in corporate earn- 
ings meanwhile—it is difficult to escape the conclusion 
that thus far the war on balance has hurt the market 
about as much as it has helped it, if not more so. Judg- 
ing by last summer’s clearly indicated trends, a goodly 
portion of the autumn business gain would have been 
had without war and the market—without the various 
inhibitions centering in war—certainly would have 
been more willing to capitalize on business betterment. 

Starting the present week, it still appears to be a 
market unable to make up its mind. So far as the 
technical evidence goes, about all that can be said is 
that thus far the reactions fail to gather any momentum 
whatever. This is negatively favorable, in that a market 
which refuses to go down at least has a chance of eventu- 
ally getting up enough nerve to have another try at 
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the autumn highs. At the moment considerable fresh 
strength in our raw materials price index may be a 
hopeful straw in the wind. 

For perspective in a confused and confusing situation, 
it should be helpful to summarize briefly the favorable 
and unfavorable elements as far as they can be recog- 
nized, citing the favorable factors first as follows: 

1. The prevailing psychology of caution and skepticism 
is favorable. The consensus of opinion is that substantial 
business reaction is inevitable by spring or sooner. We 
have never seen so pat and logical a consensus work out. 

2. Consuming demand is above the 1936-1937 peak 
and is continuing to rise while industrial production 
levels out. Consumption is in more favorable balance 
with production than is generally realized and no im- 
portant inventory excess is evident. 

3. Corporate earnings and dividends are strongly fa- 
vorable; stock yields are relatively high as compared 
with bond yields; and the relationship between stock 
prices and the business indexes is ultra-conservative. 

4. The domestic credit background is potentially more 
inflationary than ever before, member bank investments 
and demand deposits having recently reached new all- 
time highs. 

5. The market is predominantly on a cash basis, with 
the speculative margin position notably light. 

6. Despite talk of economy, Government spending 
will continue to be a substantial contribution to public 
purchasing power. 

7. Facing an election year, the Administration 1s 
generally committed to the bull side, occasional apparent 
contradictions notwithstanding. It desires the present 
recovery to endure and will strive to avoid “rocking the 
boat.” 


On the other side of the picture, the chief considera- 
tions causing investment and business skepticism appeal 
to be the following: 

1.. New orders reaching industry are declining and 
unless some fresh stimulus develops orders on hand will 
not sustain the present production rate more than a few 
months longer. 
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9, The continuing dribble of foreign liquidation, es- 
pecially from Britain, and the fear of more to come when 
ihe British begin to float war loans. In part, buyers 
of new British Government bonds are expected to pay 
ior them by sale of foreign securities. 

3. Uncertainty as to the 1940 Federal tax program. 

4. Uncertainty regarding the 1940 political campaign, 
with especial emphasis on the question of a possible 
third term for Mr. Roosevelt. 

5, Increasing doubt that war orders will significantly 
outweigh losses and disruptions in other foreign trade. 

6. A “wait and see” attitude on the trend of the 
pound sterling and its possible effects both on our price 
level and our foreign trade position. 


7. Continuing uncertainty as to the duration of the 
war, how it will be fought and who will win—with the 
imponderables of war influencing investors to put an 
abnormally low valuation on business volume and profits. 

Weighing the pros and cons, our own decision is to 
continue giving the market the benefit of the doubt 
until the bearish evidence becomes more conclusive. 
We favor holding investment position, and holding spec- 
ulative positions subject to stop-loss protection just 
under recent lows. On new purchases the logical policy 
is to await further evidence of either the completion of 
secondary reaction or a re-confirmation of the bull trend 
signalled by rise on volume above the previous autumn 
highs—Monday, November 27. 
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Industry Appraises Its Outlets 


Consumer Buying Power vs. Production 


BY JOHN C. 


ee 
ig RODUCTION has increased faster than consumption.” 
This warning observation has been voiced by innumer- 
able observers innumerable times in recent weeks. Behind 
it is the fear that industry is piling up inventories of 
goods that can not be sold to ultimate consumers except 
over an extended period of 
time, and that the after- 
math may be a depression 
—such as followed the in- 
ventory expansion of 1936- 
1937—or a severe reaction. 
Of course, industrial pro- 
duction always increases 
more rapidly than consump- 
tion in a recovery cycle, just 
as it declines faster than con- 
sumption in a depression. 
Therefore the assertion that 
we are in or working toward 
a vulnerable business situa- 
tion because “production has 
increased faster than con- 
sumption” is not necessarily 
valid and in any case is a 
decided oversimplification of 
the problem that confronts us. 
In the broadest sense, production is one side 
of our economy and consumption is the other 
—but no measure of total consumption and 
no measure of total production can be of 
much practical use in appraising the sound- 
ness of any given business situation or in 
attempting to forecast the probable future 
trend of business. There are various kinds of 
consumption, differing greatly in amplitude 
of cyclical fluctuation. 
Consumption of non-durable goods—such 
as food or clothing or other things of short 
life—represents by far the greater part of total retail 
purchases by the so-called consuming public. Variations 
in this type of demand from year to year, or from quarter 
to quarter, are relatively moderate. Moreover, as shown 
by the accompanying chart, production of non-durable 
goods tends to conform fairly closely with distribution 
of such goods to consumers. In a particular line—men’s 
suits, for example, or women’s shoes—production may 
top consumption demand sufficiently to create an in- 
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ventory problem; but in the aggregate of consumption 

goods output it is to be doubted that there was ever an 

excess which of itself caused a serious business reaction 

or depression. For a few months at a time, production 

of consumption goods may run moderately above con- 
sumption or moderately under it. At the tops 
of the cycles, inventory of consumption goods 
becomes excessive not because it has seriously 
outdistanced the existing rate of consumer de- 
mand but because something happens to tum 
retail sales downward. 

For example, let us say that in the case of a 
hypothetical retail concern monthly average 
sales have increased from $80,000 last May to 
$100,000 at present, with no evidence of a 
reversal of trend visible to the merchant; and 
that over the same period the merchant has 

increased his inventory from 
$400,000 to $500,000. In 
ratio to sales, inventories are 
unchanged. But if sales be- 
gin to sag and within a few 
weeks or months are back to 
$80,000 a month, this con- 
cern suddenly wakes up with 
an inventory headache. 

In this view, an inventory 
excess is usually a secondary 
cause of business reaction 
rather than a primary cause. 
For the primary cause of 
shrinking retail demand and 
contraction of total economic 
activity, we must look else- 
where. At a glance, we can 
see many sources of trouble, 
always inter-related and re- 
acting upon each other. Too 
rapid rise in prices of finished goods may discourage de- 
mand. This was so in late 1936 and the first nine months 
of 1937. It was one of the causes of the 1937-1938 de- 
pression. Business men may suddenly turn cautious— 
for any one of a host of possible reasons or combinations 
of reasons—and curtail both purchases of materials and 
capital outlays, this contraction reducing payrolls and 
public purchasing power. This also was a cause 
of the 1937-1938 depression. Finally, the swing of 
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the business pendulum is ee 
ernal shocks or stimulants, notably 
i ciicics and attitudes’of she Bédoral CONSUMER DEMAND RISING 
Government. Thus, restrictive credit 
maneuvers by the Federal Reserve Board DISTRIBUTION 
and a crack by the President in the fore- TO 
part of 1937 that copper prices were too 
high were also among the causes of our 
last depression. 

As is also readily seen by a glance at 
the accompanying chart, the widest and 
most significant variations in production 
and ultimate demand center in the field 
of durable goods; and here the matter of 
confidence has far more to do with de- 
mand than any question regarding the 
status of inventories. The production 

nption of automobiles is geared closely to in- 
ver an dicated retail demand. Strictly speak- 
action ing, there has never been over-produc- 
uction — tio—but there have been periods when — | ee ses eee 
2 con- the public, as if acting on some mysteri- 
e tops ous signal—suddenly stopped buying 
goods cars, as happened late in 1937. The in- 
iously § dustry then has an inventory problem. And what of use it! The consensus was notably optimistic late in 
er de- § producer goods and construction? A manufacturer may 1986 and early in 1987. It was wrong. The consensus 
> tum ff overestimate his own outlook in buying machinery was gloomy in the spring of 1988—and the turn up in 
and a railroad may do the same in buying locomotives, business was only a few weeks away. At the close of 
e ofa ff but no inventory question is involved. Neither do 1938 the consensus was hopeful for the forepart of 1939, 
yerage @ increases or decreases in the volume of residential con- but very skeptical regarding the rest of 1939 and partic- 
fay to @ struction have any significant relation to the inven- cularly dubious about the second half of 1939. As it 
Of a tory question. happened, the second half of 1939 brought the most vigor- 
t; and Statistics of aggregate public purchasing power and ous business advance in some years. 
it has @ of business inventories are either fragmentary or become Of course, the prevailing distrust of the present recov- 
‘from § available so many weeks behind the flow of current affairs ery is due in large measure to the vivid memory of the 
In § as to be of limited usefulness in the difficult art of busi- sudden collapse in 1937, to the still fresh recollection of 
es are ff ness forecasting. The most convincing single foundation what happened immediately after the spectacularly fast 
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es be- § for an optimistic view of the business outlook over the rise in the spring and summer of 1933, and to the general 
a few next three to six months, however, is not to be found in uncertainty as to what the economic and financial re- 
ack to the statistics but in the psychological background. percussions of the war will be. There have been so many 


; con- We can not recall a major business rise which has been sharp ups and downs in business in recent years that it 
» with § greeted with such widespread distrust as has the recent js hard to resist the simple reasoning that after we once 
advance or which has been accompanied by so many get up there—and we are up there now—the only way 
ntory § dire warnings from official and unofficial quarters regard- we can go is down. 


ndary ing its inevitable aftermath of reaction sometime during 

vction ff the first quarter of 1940 or, if not then, even more dis- Danger Signs Not Visible 

cause.  astrously in the second quarter! If this so nearly unani- 

se of mous consensus proves correct, that itself would be a Maybe so, and in the present topsy-turvy world it 
d and § miracle, or an accident caused by unfavorable develop- would take a bolder soul than the writer to proclaim with 
1omic § ments entirely different from the potential dangers now ringing assurance that we are now on a one-way street 
-else- § being cited. to sustained prosperity. Yet, with per capita business 
e can The reason any majority consensus on the future busi- activity now less than 3 per cent under the so-called 
yuble, J ness trend seldom works out is that it tends to be self- normal average of 1923-1925, we can see at least the 


defeating. The more optimistic the consensus of opinion, possibility of activity being maintained close to this level 

the more likely it is that excessive rise of prices, over- for a longer period than was the case in 1936-1937. 

buying of materials, over-expansion of facilities and un- In any statistical approach to the question whether 

economic rise in unit labor costs will choke off the re- industrial production has “outrun consumption” there 

covery at no distant date. Conversely, the more cau- are pitfalls to be avoided if one is not to be led to a faulty 

tious the consensus, the more likely a generally sound re- conclusion. For example, in a given period, the index of 
tions fF covery foundation will be maintained and the more likely industrial production may advance 50 per cent while a 
sand § the upward cycle will endure well beyond the time of its broad index of retail trade has advanced only 10 per 
; and heralded demise. cent. It would be easy to argue that the production rise 
cause This is an unorthodox method of business forecasting had obviously been excessive. But suppose the rise in 
g of & which works rather well—as long as not too many people production started from a level only 60 per cent of 
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Coil and motor stator assembly aisle in Westinghouse Pittsburgh Works. 


estimated normal, while the rise in retail trade began 
from a level that was 90 per cent of estimated normal. 
In that case, a 50 per cent increase would put the pro- 
duction index at 90 and a 10 per cent increase would put 
the trade index at 99. Thus, comparing levels rather 
than scope of change, production would still be lower 
than consumption. 

This hypothetical example happens to be more than a 
statistical curiosity, for such evidence as we have sug- 
gests that aggregate consumption is now at a level close- 
ly approximating the level of production, and that while 
production is tending to flatten out demand for consump- 
tion goods, consumers’ durable goods and capital goods 
will probably increase over the next several months. 

On the basis of trade data which has proven excep- 
tionally reliable in the past—some of it confidential—we 
can set up the following picture: 

Demand for general merchandise, such as is sold by 
department stores, mail order concerns and_ variety 
chains, has maintained a persistent upward trend since 
May, 1938, and, unlike production, experienced no re- 
action in the forepart of this year. The rise from the 
1938 low, allowing for both seasonal factors and price 
change, has been approximately 24 per cent to date. The 
current level of such demand is approximately 7 per cent 
above the highest point reached in the 1936-1937 re- 
covery. Since the 1936-1937 peak in demand for general 
merchandise approximated that of 1929, this means that 
demand for consumption goods is now at a new all time 
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high. If we express demand for consumption 
goods in an index number comparable to the 
Federal Reserve Board index of production, 
we get the following relationships: 1929 high 
in production, 125; 1929 high in consumer de. 
mand, 125; 1936 high in production, 191, 
1936 high in consumer demand, 125; present 
level of production approximately 124; pres- 
ent level of consumer demand, approximate- 
ly 134. 

Turning to consumer demand for durable 
goods, October retail sales of new automo- 
biles came within striking distance of the 
1936-1937 highs, allowing for seasonal fac- 
tors, and very likely would have reached the 
highest point since 1929 had it not been for 
the stoppage of Chrysler production by the 
longest strike ever suffered by a major mo- 
tor company. Detroit reports indicate that 
retail sales, exclusive of Chrysler, during the 
first ten days of November were 40 per cent 
higher than a year ago. Car inventories in 
hands of dealers remain generally low and 
various of the more popular lines are from 
two weeks to a month behind in retail deliv- 
eries. 

While statistics on other types of con- 
sumers’ durable goods, such as household ap- 
paratus and furniture, are not as timely as 
those on automobile sales, over any extended 
period of time the trend of aggregate demand 
for consumers’ durable goods generally paral- 
lels that of automobile sales. 

Although the recent rate of gain in new 
orders for producers’ durable goods cannot 
be expected to continue, the indicated trends of demand 
for consumption goods and for consumers’ durable goods 
‘an not fail to give strong support to the capital goods 
industries. The way this works out is illustrated by the 
following hypothetical example: In a certain factory 
there are ten machines which have been working at capac- 
ity in recent weeks. Since allowance must be made for 
breakdowns and repairs the owner orders one more ma- 
chine to keep up with the demand for his product. But 
within a few weeks after this machine has been deliv- 
ered, the manufacturer finds his business has increased 
by 10 or 15 per cent and again capacity is taxed. He 
then is forced to buy a twelfth machine. Thus, at ca- 
pacity operations, a moderate additional increase in de- 
mand in this instance has doubled demand for machines. 
The example is not imaginary or extreme. If the pres- 
ent rising trend of demand for general merchandise and 
consumers’ durable goods continues well into 1940—as 
seems probable—numerous enterprises will find it neces- 
sary to increase their capital outlays. 

It takes time for the beneficial effects of a major ris¢ 
in industrial production to pervade the entire economy. 
Payrolls are by far the greatest single source of con- 
sumer purchasing power and as this purchasing power 
increases there is always a lag before it is fully translated 
into increased spending and thence into further increase 
in production. The employee receiving a larger weekly 
income will first tend to pay off previous obligations or 
continue to hold down his (Please turn to page 253) 
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Nobody yearns for continuing American neutrality more earnestly or with 


better reason than our business men and the stockholders they serve. 


The Investor’s Stake in Peace 


BY HENRY D. 


i, THERE Was ever a time when war was profitable to 
business, it is long since passed. Even the much vaunted 
profits of 1914-18 were largely ephemeral, as we know to 
our sorrow after a decade of almost uninterrupted depres- 
sion stemming directly from the pillage of those years. 
Should this country ever again decide to settle the affairs 
of Europe and the world by means of armed intervention, 
it will not be at the behest of business men or investors. 
For next time there will be very little profits at all, 
ephemeral or otherwise. Instead, and not to put too 
fine a point on it, there will be dictatorship. 

The last war was scarcely over when the War and 
Navy Departments set out to study the lessons and mis- 
takes of the preceding few years and to formulate a new 
line of national action for the country’s next great mili- 
tary emergency. The latest version of what they evolved 
is the Industrial Mobilization Plan, Revision of 1939. 
Released only a few weeks ago and obviously phrased in 
language calculated to allay politically inopportune war 
jitters among the electorate, this document is actually 
but a sugar-coated replica of the plainer spoken 1936 
revision. 

The latest version, for example, speaks of “equitable 
utilization” of the country’s resources in time of war. 
The 1936 plan, however, omits the bedside manner and 
comes right to the point, as follows: 

“Tt is conceivable that a war might be conducted with 
such great regard for individual justice and administra- 
tive efficiency as to make impossible those evils whose 
existence in past wars is well known. It is also conceiv- 
able that the outcome of a war so conducted would be 
defeat.” 

But even the euphemism of the 1939 plan does not 
conceal the fact that it is a blueprint for totalitarian 
war. As is pointed out in the Introduction, “War is no 
longer simply a battle between armed forces in the field—- 
it is a struggle in which each side strives to bring to bear 
against the enemy the coordinated power of every in- 
dividual and every material resource at its command. 
The conflict extends from the soldier in the front line to 
the citizen in the remotest hamlet in the rear.” 

The life and business of the nation in the event of war 
will be dictated indirectly by the President and directly 
by the Administrator of War Resources. It will be a 


DECEMBER 2, 1939 


STEINMETZ 


government of “superagencies” of which the key organ- 
ization will be the War Resources Administration. 
Through its authority to issue priority, clearance, con- 
servation and commandeering orders, through its facil- 
ities, commodities, transportation and power and fuel 
divisions, and through such subsidiary boards as the War 
Finance Administration, War Trade Administration. 
War Labor Administration and Price Control Authority, 
this key agency will exercise virtually unlimited powers. 

For example, the government will be able to direct 
any plant in the country to take war orders at a specified 
price and to give them precedence over all other business. 
Indeed, entire plants or parts thereof may be placed at 
the disposal of individual agencies if need be. Elaborate 
preparations have already been made for just this sort 
of thing, the War Department having surveyed manu- 
facturing facilities from coast to coast and listed over 
10,000 plants capable of filling war needs of one sort or 
another. Material and munitions requirements will 
cover some 70,000 separate items ranging literally from 
ships and shoes to sealing wax. 

Each plant knows whether or not it is slated for war 
business (educational orders have already been placed 
in many instances), but none knows which others are on 
the list. Most are located, of course, in the Middle At- 
lantic and New England areas but all but three states in 
the Union will come in for some share of the burden. 
What any factory is producing now may have little 
bearing on what it will be called upon to turn out in 
wartime. Production of non-essentials will be curtailed 
in order to provide capacity for the output of war re- 
quirements. 


Some Industries Due for Special Regulation 


The electric utility, communications and transporta- 
tion industries will come in for special attention. Even 
under existing legislation (National Defense Act of 1916; 
Federal Water Power Act of 1920) , certain hydro-electric 
plants may be taken over and operated by Federal au- 
thorities when the President decides that war is immi- 
nent, and additional units may be built by the Govern- 
ment to supply power to munitions and nitrate plants. 
Also, under the Federal Power Act of 1935, the F PC 
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wholesale profit margins were dictated 
on such items as sugar (15 to 35 cents 
WAR RESOURCES ADMINISTRATION per 100 pounds), lard (114 to 2 cents a 


(From Industrial Mobilization Plan, Revision of 1939) pound), ham and bacon (2 cents a 
TASVISORT ADMINISTRATOR LAT pound), rice, hominy and meal (10 to 
WAR RESOURCES ana 20 per cent), while markups on a wide jf Al#™" 
range of canned and packaged foods Anetcn 
EXECUTE were set between 10 and 12% per cent, 7. 
IVISION Retail margins were similarly fixed, 


General M 


SECTIONS . . ae s 
PO a It is not certain that margins will be sdedaitons 


mparontty. thus stipulated next time but, in any 
CONSERVATION. case, they will be much slimmer. Those 
plana concerns not dealing directly with the 
Government may have their profits reg. [J Wesinsho 
STAFF | DIVISIONS ulated only by Federal influence over = 
L mall LIAISON DIVISION prices and costs and by excess profits 
R-s | | “OW. | ona UABOR | TRADE | FINANCE CONTROL taxes—but these factors will be amply will ma 
ADMIN. {| ADMIN. | AOMIN. [AUTHORITY]  Gffective. On Government business, of [J bear in 
COORDINATING iene course, maximum margins will be speci- J person 
| i | 7] fied and it is altogether likely that the § om to « 
[F ractciries ] COMMODITIES Frrowen a Fue | [Freansronrarion | 12 per cent now allowed (profits work a shary 
‘ commooiry 4 out to between 6 and 8 per cent in actu. ff large fe 
; ality) will be drastically scaled down. In fj certain! 
this connection, significance attaches to And 
: ‘ the recently expressed opinion of Brig, § Mars, 1 


| WAR SERVICE COMMITTEES | Gen. C. T. Harris, chief of the Army wartim 
Ordnance Department’s Industrial Ser- § those 





































































































* Indicates that heads of these sections, divisions or administrations vice, that 6 per cent would be a fair profit gon. A 
on wartime contracts. 

In the next war, regimentation will ex- Wherea 
tend far beyond manufacturing, com- § Pe cen 
may order production and direct distribution of power merce and transportation. Mining, forestry, agriculture J ™re th 
by interstate producers. The Communications Act of and the service industries will all come under the aegis 


are members of advisory council. fiscally 





of $40 | 


1934 enables the President to close radio stations or to of Washington. And the citizenry as a whole will be § *8° 2n¢ 
assign them to the use of any Government agency, such_ marshalled for war duty. On M-Day, the Selective Ser- the ent 
as the Public Relations Administration. vice Administration will go into action in high gear. The § " the | 
Despite the experience of the last war and though the exhaustive questionnaire that every man and woman of As fo 
Mobilization Plan itself does not suggest it in so many _ service age will be required to fill out and return within § ill, int 
words, it is practically a foregone conclusion that the a few days time will elicit much more information than of Con 
railroads will be Government operated. The same pros- that required to determine whether the individual is graduat 
pect probably faces the airlines, inland waterways and _ available for military duty. Every personal detail, in- § °™° | 
trucking enterprises. The Federal Possession and Con- cluding real property and security holdings, will be sub- fj "ould z 
trol Act of 1916, still on the statute books, authorizes the ject to disclosure. And with good reason. his tax 
Government to take possession or assume control of any For in modern war, personal services and property ree Me. 
system of transportation in the country. The Maritime vert to the state. There will be little visible difference shrift it 
Act provides for requisitioning of American documented _ between life in this country and that in a fascist nation. Jf “4 It 
ocean vessels upon proclamation of national emergency Business executives will be drafted and, if necessary, the sort 
by the President. shunted about according to the needs of the moment. ff ‘untry 
Commerce, and foreign trade especially, will be closely Salaries and wages will be standardized and adjusted to Indeed, 
regulated if we decide to take the fateful step of war. Li- living costs, and laws now governing hours of employ- Senate 
censes, embargoes, permits and warrants will be the order ment may go by the board. Labor will be rigidly super- fora fla 
of the day, foreign exchange transactions will be regu- vised, women will pinch-hit in factories and fields, mi- J ™es « 
lated or prohibited (Banking Act of 1933) and prices of gration of workers and other factors tending to increase § “! anc 
all commodities useful to the military or to the civil pop- personnel turnover will be subject to regulation, AFI. top of | 
ulation—i.e., just about everything—will be fixed or con- and CIO will become dead letters and strikes will be Pt cer 
trolled. On the latter point, the Mobilization Plan advo- taboo. and ris 
cates that price contro] be “limited largely to reliance Property and wealth, of course, will be conscripted above § 
upon the voluntary cooperative pressure which an en- along with man-power. The Lee bill, reported out by As fo 
lightened public opinion will bring to bear upon inter- the the Senate Military Affairs Committee this year, pro- only co 
ests which fail to cooperate.” If, however, “enlightened vides for a census to ascertain the net worth of every citi- mposts 
public opinion” does not do the trick, outright price fix- zen. Sworn statements will be submitted to local boards effect ir 
ing may be counted on. whereupon it will be determined how much of subse- — Pspec 
But whether prices are fixed or merely “controlled,” quent special Government bond issues each individual bonanz; 
profit margins will be closely restricted. In the last war will be required to take. These obligations, incidentally, before « 
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Earnings After War Taxes 


After Eng. 
War Taxes 


$3.12 
4.34 
4.66 
1.41 
3.79 
4.50 
5.15 
3.65 
3.25 
5.75 


Est. 1939 
Earnings 


$2.00 
4.25 
7.75 
1.50 
3.85 


Peak Year 
Earnings 


$4.42 
10.02 
7.53 
2.34 
5.44 
6.31 
7.36 
5.64 
4.81 
10.15 


Peak 
Year 


1937 
1929 
1936 
1929 
1929 
1937 
1936 
1937 
1937 
1929 


Allis Chalmers 

American Smelting 
dyPont de Nem... . 
General Electric. . . 
General Motors... - - . 
Intemational Harvester. . . 
Penney, J. C....--- 
Standard Oil (N. J.)- 
Union Carbide... . 
Westinghouse Electric 


5.50 
3.00 
3.40 
4.75 





vill mature in half a century from date of issue and will 
bear interest at the munificent rate of 1 per cent. Any 
person with net worth in excess of $1,000 will be called 
on to do his part. Subscription allotments will rise on 
a sharp percentage scale to as high as 75 per cent for 
large fortunes. That may not be confiscation but it is 
certainly its twin brother. 

And before we again decide to cast in our lot with 
Mars, it would be well to count the cost in taxes. For 
wartime levies, both corporate and personal, will put 
those of the present in the penny-ante class by compari- 
gn. As a nation, we are nowhere near as well equipped 
fiscally to wage a major conflict as we were last time. 
Whereas Federal, state and local taxes absorbed only 7 
per cent of the national income in 1913, they now eat up 
more than 22 per cent. The current direct Federal debt 
of $40 billions is more than 40 times that of a generation 


ago and annual interest payments are now larger than 
the entire cost of government prior 


come tax. The tabulation on this page indicates what 
each of ten market leaders could be expected to show in 
the way of common share net after application of the 
British war tax schedule and assuming a return to the 
peak earnings level of the best previous year in the 
company’s history. Estimated 1939 results are included 
for comparison. 

In several cases, it will be observed, wartime earnings 
after taxes as high as those of England, assuming re- 
attainment of the best previous net before taxes, will be 
lower than the current year’s results. Moreover, the 
assumption that record profit levels of the past can be 
matched in the sort of cost-price situation that will pre- 
vail in wartime is no doubt over-optimistic. The hypo- 
thetical figure of net per share available for dividends in 
each instance is therefore an absolute maximum. Actual 
earnings will probably be substantially lower. 

The next time we succumb to war fever, the income of 
every citizen will be minimized by taxes and a sizable 
share of his wealth—how much will naturally depend on 
the length and intensity of the conflict—will be com- 
mandeered by the Government. And even that part he 
is able to hang on to, he will will not be able to manage 
or dispose of as he may see fit. 

Hoarding, of course, will not be tolerated. Trading in 
securities may be prohibited or restricted by the all- 
powerful War Finance Administration whose functions 
will be “identical in nature to those now performed by 
such existing agencies as the Treasury Department, the 
Federal Reserve Board, the 
(Please turn to page 253) 





to the last war. = 


As for personal tax rates, the Bone 
bill, introduced in the regular session 
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of Congress this year, included a 
graduated tax scale so steep that in 
some cases, where the taxpayer 
would also be subject to state levies, 
his tax bill would exceed his total in- 
come. This measure got the short 
shrift it deserved but, ridiculous as it 
was, it is nonetheless suggestive of 
the sort of thing to be expected if the 
country is swept by war hysteria. 
Indeed, another bill now before the 
Senate Finance Committee provides 
fora flat tax of 10 per cent on net in- 
comes of over $800 for a single per- 
son and $1,600 for a family, and, on 
lop of that, a surtax beginning at 6 
per cent on incomes above $1,000 
aid rising to 80 per cent on those 
above $50,000. 

As for corporate taxes, we can also 
only conjecture. But if our wartime 
Imposts are as high as those now in 
effect in England—and there is every 
prospect that they will be—no 
bonanza awaits the investor even 
before calculation of his personal in- 


a | 


We SR 








DECEMBER 2, 1939 








-recaning 4 F 








aie eee 


4 in— 
SOS EELAHHQY F 














Now Comes Politics 


BY E. K. T. 


; great American game of Presidential politics is 
warming up for its quadrennial inning, and will hit its 
stride when 1940 opens. With the neutrality issue set- 
tled, the possibility of involvement in war remote, and 
business conditions on the up-grade, attention now turns 
to next November’s election and its probable candidates 
and platforms. 

Biggest single question, of course, is whether Franklin 
D. Roosevelt will be the nominee of the Democratic 
party. 

If he knows the answer he hasn’t told a soul, and one 
man’s guess is as good as another’s. But there are indi- 
cations that he has made up his mind on his course of 
action, and there are straws in the wind which make 
some shrewd observers think that within the not far 
distant future he will let it be known that he is not 
seeking a third term. 

But will this end the controversy and the specula- 
tion? It will not. The guess is that the President will 
not make a final and unequivocal refusal to serve a third 
term, but will leave the way open to be drafted. Perhaps 
something like Coolidge’s cryptic “I do not choose to 
run.” 

Basis for this speculation, and that’s all it is, is the 
way the President has been joshing the press on third 
term conjecture. He now seems to enjoy having the 
question raised, giving the attitude of gleefully holding 
a good secret. The reasoning is he has decided what to 
say when the time comes, and the time may be early in 
January. 

Three Democratic candidates are in the field. Garner’s 
managers say they don’t expect the President to run, 
but Garner will run anyhow. McNutt’s managers say 
they don’t expect the President to run, but if he does 
McNutt will withdraw. Senator Wheeler is positive the 
President won’t run, but beyond keeping the lightning 
rod up he is not campaigning. Roosevelt has not dis- 
couraged this line of talk. On the other hand he has not 
discouraged strong partisans from saving he must run 
again. Wallace was slapped on the wrist for breaking 
the special session political armistice, but Wallace didn’t 
mind that and he goes right on talking third term. 
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A statement by the President that he is not seeking a 
third term would put him in the clear, but would not 
change the situation one bit unless he absolutely refuses 
to accept another nomination, and he is not expected to 
let his friends down that way. A flat refusal would 
destroy much of his influence with Congress, would start 
fractional scrambles within the party, and could well 
lead to a deadlock in the national convention. A state- 
ment that he is not after the nomination would put him 
on record as approving the tradition against third terms, 
clear him of the charge of trying to be a dictator, and 


indicate a willingness to trust the destinies of the New 
Deal to some one else. 
Having thus put himself on record he could sit back 


and smile and let things take their course. The field 
would be open and if some one else got the nomination 
he would lose no face. Meanwhile, as long as _ there 
remained a possibility that he might be nominated in 
spite of his expressed wishes, he would retain his domin- 
ating influence over party members in and out of Con 
gress and would be a powerful factor in the convention. 
His friends could still plug for a third term, and a “draft 
Roosevelt” movement might easily get farther than 4 
third term campaign led by the President himself, both 
for psychological reasons and because it would keep other 
aspirants from becoming too prominent. The President's 
best strategy for gaining the nomination would be to 
claim not to want it but to leave the way open for being 
“forced” to accept it. 

A “draft Roosevelt” movement probably would suc 
ceed, though at the cost of defections from party men- 
bers on record against a third term for any President. 
If renominated, Roosevelt quite likely could be re 
elected, though it would be a close vote. Chances for 
both his nomimation and election would depend much on 
developments during the next six months, chiefly bus: 
ness conditions and the international situation. 

If Roosevelt doesn’t renounce an ambition for reelec: 
tion early in the next session of Congress, the Senale 
will be forced to vote on Holt’s anti-third-term resolution 
which is similar to LaFollette’s resolution during the 
Coolidge administration which was then supported by 
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nany Democrats still in the Senate. The only way 
Roosevelt can avoid such a show-down is to head it off 
py making some sort of declaration. So the political 
dopesters have it figured that before the middle of Janu- 
ary he will publicly state that he is not seeking the 
nomination and will act as though he meant it, but that 


a second reading in the light of precedent will show that 
he is not refusing to serve if the nomination is forced on 
him. 

Whatever happens, political jockeying will be the dom- 
inant feature of the next session of Congress, with mem- 
bers of both parties striving to crystallize campaign issues. 





CAPITOL BRIEFS 


Supreme Court vacancy gives Roosevelt the rare chance 
appoint a majority of the Court. If new appointee is 
jot Atty. Gen. Murphy, the belief is he will be a promi- 
nent lawyer, liberal, but with a reputation for crafts- 
manship. 


Commodity price index of Bureau of Labor Statistics 
is being revised basically because T N E C wouldn’t ac- 
cept it for its current policing of price increases. Ten- 
tative plans call for a scientific revision to make the 
index more sensitive and informative, with no jug- 
ding tricks to give a distorted pic- 

ture. 


Steel industry will be put under 
yovernment pressure to establish 
plants on West Coast, partly to lower 
costs for consumers there but mainly 
to provide a market for hydro power 
which the administration soon will 
have on its hands in an embarrassing 
surplus. Local low-grade iron ore 
deposits and South American ore 
could be used, but while electric 
lunaces could supply the heat, car- 
bon is necessary and coking coal is 
licking, but New Deal chemists have 
aplan for using a new kind of char- 
coal to overcome this difficulty. 


business loan bill will be pushed by 
Administration next session, despite 
decreased demand for it throughout 
country. New draft by Mead com- 
promises many heretofore conflicting 
Administration views and includes the pet methods of 
nearly all advocates of such plans, such as a new fed- 
eal corporation, supervision by Reserve Board, direct 
government loans and participation with banks, pur- 
chase of equities, and insurance to commercial banks 
making business loans. 


Wide World Photo 


Political tactics of Administration now call for avoiding 
any factional rifts in the party, pushing no spectacular 
drastic reforms that might arouse opposition, dressing up 
New Deal policies in their best light, and refraining from 
baiting business at present. Hope is to cover up mis- 
lakes and sore spots in the New Deal and make it look 
ill good to the voters. Rising business indexes will 
help produce an era of better feeling, and there will be 
few bitter attacks on business until the election cam- 
paign gets hot. 
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Atty. Gen. Murphy—in line for Supreme 
Court vacancy? 


Federal deficit will be minimized in the budget to be 
presented a month hence. To make national defense 
appear responsible for the deficit estimates for other ac- 
tivities are being cut lower than for many years, but 
supplemental appropriations may be requested later—- 
an old trick. Tax revenue estimates are being revised 
upward, and there will be a new promise that the budget 
will balance itself in a couple of years. Nevertheless the 
debt limit will be closely approached by next summer, 
and Congress will be faced with the uncomfortable neces- 
sity of raising the limit or curtailing spending in an 
important election vear. 


Political truce is over, and it would 
take a very serious international 
crisis to reinstate it. Democratic 
harmony was improved by the neu- 
trality debate, but wounds were not 
healed and will break open again 
soon. Republicans will be even 
more militant, having revived from 
their feeling of helplessness when the 
European war broke out, and will 
try to build up campaign issues out 
of every measure before the next 
session. 


Neutrality law is proving much 
more of a headache to the Adminis- 
tration in enforcement than in en- 
actment. Difficulties of exporters in 
getting answers to questions on how 
to handle ordinary foreign business 
shows that State Dept. did not fully 
foresee the implications of the law 
and was not prepared to apply it to normal trade. There 
are many loop-holes in the credit and passage of title 
provisions, and if State Dept. makes a liberal interpre- 
tation it will be accused of violating the spirit of the act 
while if it is very strict much business will be lost and 
there may be a reaction against the whole act. A num- 
ber of changes may be made by Congress next month to 
ease restrictions on exports of non-war stuffs. 


Trade agreements will not only be under intense fire in 
Congress all next spring but plans are being made for a 
court test of the right to cut an excise tax on imports, a 
device Congress thought it had found to circumvent 
tariff reductions. Case will be brought in connection 
with petroleum tax cut in Venezuela agreement, and will 
be joined by copper producers if pending Chile agree- 
ment cuts this tax as expected. 





Significant Bank Credit Changes Have Fore-Shadowed Every 


Economic Storm in Modern Times and Have Preceded 


Every Recovery. What Do These Barometers Now Show? 


Watch the Banking Figures 


BY LAURENCE STERN 


aes ago, before everything became so complex, bank 
credit had a much more visible, personal relationship to 
the business cycle than it has today. A local business 
man could “get money” from the local bank or he 
couldn’t. Sensitive even to moderate changes in the 
supply of credit or the demand for it, interest rates fluc- 
tuated sharply. “Tight money” was an automatic and 
more or less effective brake on the upward economic 
cycle. Nobody of that old-fashioned 


these and other banking figures are subject to elaborate 
refinements and adjustments in expert interpretation, 
There is another bank credit item, however, which 
may be applied empirically by anyone—expert or lay- 
man—on the simple reasoning that for many years it 
has not failed to signal trouble some time in advance of 
every depression or to signal clearing skies in advance 
of every major recovery. This item is total investments 
of Federal Reserve member banks. 





time dreamed how far bank credit 
could be stretched by modern meth- 


The “why” of its forecasting value 
may be debated all night, and some 


ods. Nobody imagined that the 
Government would one day take 
upon itself the task of “managing” 
credit and interest rates. 

Today the subject of money and 
credit is a bore or a mystery or both 
to the average person. Even many 
business men and not a few bankers 
have either no conception of its re- 
lationship to the economic cycle or 
disagree as to what the precise re- 
lationship is. That is not at all 
strange, for the business cycle is 
both a tangible thing and a psycho- 
logical thing; and credit manage- 
ment, whether as broadly practiced 


The investments of and deposits 
in Federal Reserve member banks 
have expanded to record highs. 
This means simply that an unpre- 
cedented volume of money is avail- 
able for use. But the total amount 
of money being spent continues far 
under pre-depression standards, al- 
though here, too, the trend is up. 
The story currently being told by 
the vitally important banking sta- 
tistics has definitely favorable 
business implications, as well as 
sensational longer range possibil- 
ities under certain opportune con- 


bankers will deny that it has any 
forecasting value; but the fact re- 
mains that, at least for a quarter of 
a century back, anyone who fore- 
cast good business while bank in- 
vestments were showing significant 
expansion would have been proven 
right—even though proof might be 
delayed many months; and that any- 
one who bet on good business con- 
tinuing after banks began liquidat- 
ing investments would have been 
proven wrong. 

In the 1933-1937 recovery cycle, 
inflation of bank investments began 
in the early summer of 1933 — the 


by the Federal Reserve Board and 
the Treasury, or as more precisely 
practiced by a bank in the adminis- 


tingencies. 


rise by the end of that year being 
680,000,000. Business activity and 
the stock market had reacted sharp- 





tration of its own affairs, is more of 
an art than a science. No amount of simple arithmetic 
eliminates the variable human factor. 

Yet despite the apparent complexity and cold imper- 
sonality of the “monetary-credit factors” that econo- 
mists harp on, there are several series of regularly pub- 
lished banking statistics which have a demonstrable 
—and readily understandable — relationship to future 
changes in business. The total supply of bank money 
(deposits) and debits to individual accounts (an inclu- 
sive measure of spending via check payments) are gen- 
erally accepted as the most illuminating banking data 
for use in longer range business forecasting, although 
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ly from the abortive boomlet touched 
off by forward buying in anticipation of “inflation” and 
NRA. As generally talked of then, “inflation” meant 
currency tinkering and not deficit-financed Federal pump 
priming. During most of 1934 business and the markets 
were utterly discouraged. Nobody got excited about 
“inflation.” But inflation of bank investments—due to 
bank purchases of Government bonds—went merrily 00. 
The expansion of investments that year amounted to 
the enormous sum of $2,545,000,000. The market, meas- 
ured by this publication’s broad weekly index, made its 
low in September, 1934, and maintained an upward trend 
for more than twenty-nine months thereafter. Business 
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nade its low in October, followed 
py the great 1935-1936-1937 rise. 
‘In that cycle bank invest- 
nents made their peak in July, 
1936. The credit managers had 
begun to apply the brakes. Bank 
reserve requirements were raised, 
with a second rise to follow some 
months later. Neither the mar- 
ket nor business paid heed to 
hank liquidation of investments 
during the last five months of 
1936, for the total deflation was 
wily $380,000,000. But by the 
ad of April another $850,000,- 
(00 had been added and the 
stock market had had its first 
cack. By late August business 
activity had begun to slip in 
what proved to be the fastest de- 
pression of modern times. 

The deflation of bank invest- 





INVESTMENTS IN BILLIONS OF DOLLARS 


1933 


KEY CREDIT INDICATOR BULLISH 


BUSINESS ACTIVITY 


[a — 
TOTAL BANK INVESTMENTS 
ALL MEMBER BANKS 


BUSINESS ACTIVITY INDEX 


1936 1937 1938 1939 











ments from July, 1936, to Octo- 
ber, 1937, amounted to more 
than $2,000,000,000. You can write your own ticket as 
to just why and how this affected the stock market and 
business. We merely record here that the first storm 
warnings were hoisted by the bank investment figures. 
The member bank investment account stabilized around 
$12,000,000,000 during the final three months of 1937, 
and by June, 1938, when several sensitive business indi- 
cators were beginning to look better, had risen by ap- 
proximately $300,000,000. Even before a new Govern- 
ment spending program had been announced, the storm 
fag had been hauled down. 

To this writing the total 1938-1939 increase in member 
bank investments has been $2,435,000.000, and at $14,- 
465,000,000 the figure is at a new all time high. Having 
burned their fingers badly the last time they applied the 
brakes, our Reserve Board and Treasury managers show 
no evidence of alarm over either the mounting bank 
investments or the tremendous volume of foreign gold 
which they have permitted to flow into the credit struc- 
ture. Preponderantly due to rising bank investments 
and to imports of gold, adjusted demand deposits of the 
member banks stand at the all time high of $18,660,- 
000,000. The increase since December 31, 1938, has been 
$2,570,000,000 and since the low of March, 1938, it has 
been $4,300,000,000 or the greatest bank money infla- 
tion on record over such a period of time. 

If the lesson of past history is not made meaningless 
by the abnormality of war, with its attendant psycho- 
bgical inhibitions, the omen that one reads from the 
present rising trend of bank investments and deposits is 
favorable. It is further bolstered by an upward trend 
in adjusted debit figures which reflect productive spend- 
ing. Unless and until we get definite storm warnings 
here, the chances are that the worst business contin- 
gency will be a possible period of intermediate reaction 
and no effort need be wasted in attempting to time the 
next depression. 

Since there is a war going on and since investors and 
business men cannot escape having in mind at least the 
lint possibility that the United States may ultimately 


DECEMBER 2, 1939 


be directly involved, it is pertinent to look back at World 
War credit and business trends. It must be kept in mind, 
however, that at that time loans, rather than invest- 
ments, were the dynamic factor in bank credit varia- 
tions. At the close of 1914 the loans of all member banks 
exceeded their investments by more than three to one, 
whereas today their investments exceed the loan account 
by nearly two to one. And, of course, no credit signals 
were needed to forecast the 1915-1916 war boom. Rising 
loans accompanied rising business and prices, the infla- 
tion being made effective by large war demand for goods. 
Bank investments began to rise significantly for the first 
time in the summer of 1917, after this country entered 
the war and initiated large scale deficit financing. 


The War Period 


Meanwhile loan and deposit inflation had gone briskly 
on and, although business activity was maintained at 
or near a boom level, the stock market suffered a severe 
bear movement from the autumn of 1916 to late 1917, 
the chief reason being our entry into the war and antici- 
pation of war taxes. Another bull movement started 
near the close of 1917 and endured until the autumn of 
1919, with the sharpest gains in that post-war year. 
Business activity in 1917 averaged 111.9 per cent of 
computed normal, using Cleveland Trust Company in- 
dex, and in no month was lower than 109. The anomaly 
of a bear market in that year is something to think 
about in the present setting. although all indications 
point strongly against any probability that this country 
will take up arms. 

To complete the record, declining bank investments, 
accompanied by rising loans, constituted a warning sig- 
nal flown for a period of some months before the stock 
market turned down late in 1919 and before business 
turned down in March, 1920. In that depression busi- 
ness activity made bottom in May, 1921, the same month 
that liquidation of bank investments was completed, and 
thereafter advanced gradually (Please turn to page 259), 
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Electrical Equipments 


In Strong Reeovery Trend 


Outlook Favorable 
For Heavy Goods 


and Consumer Lines 


BY ROBERT LANE 


U, to the present time electricity remains man’s great- 
est step in the direction of a highly industrialized society, 
and the basis for this development rests with those com- 
panies manufacturing power equipment. This industry 
is unique in that it produces power consuming equip- 
ment on the one hand, while making power generating 
equipment on the other. Thus it is constantly adding 
to the use of electric power and simultaneously supplies 
additional power generating equipment. At the same 
time it is aided by the public utility industry, which 
offers an ideal medium for the distribution of such prod- 
ucts as electric refrigerators, ranges, radios, etc., and in 
this manner the utilities broaden their own potential 
market. Finally all of these numerous activities lead 
back to the electrical industry and an ever greater market 
for its products. The industry can therefore be divided 
into light and heavy divisions which are mutually, to a 
certain extent at least, interdependent. 

Fundamentally the electrical industry is subject to 
cyclical fluctuations with the greatest single determining 
factor the kilowatt-hours consumed by the nation as a 
whole. That this trend has been definitely and steadily 
upwards over a period of years is indicated in Table 1. 
It is readily apparent from this that the rate of growth 
has been greatest in the category of residential consump- 
tion, which shows a definite upward trend including even 
an obviously poor year such as 1938. The reason for 
this constant betterment is illustrated in Table 2, which 
shows that while the number of customers has increased 
steadily the cost per kwh has continually declined, so 
that by 1938 it was 33.1 per cent lower than in 1929 and 
almost 40 per cent less than in 1926. Simultaneously 
the average consumption per customer gained and by 
1938 was 69.3 per cent ahead of 1929 and 97 per cent 
above 1926. This increased use of electricity has also 
undoubtedly been caused by the growth in popular appeal 
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Courtesy Westinghouse 


of such items as cooking ranges, radios and other con- 
sumer products, while lower rates by utilities have acted 
as a mainspring for the increased use of electric current. 

That this trend toward lower rates to consumers is 
inherent in the nature of the utility industry is obvious, 
and was under way prior to the present Administration’s 
assumption of office. However, the power policies of 
President Roosevelt have had the effect of accelerating 
this trend, so that rates have been lowered more rapidly 
than they would probably otherwise have been. Along 
with this policy the Administration has pursued a pro- 
gram of rural electrification with the result that 21.9 per 
cent of the occupied farms by 1938 had been electrified 
compared with 11.3 per cent in 1933. While this repre- 
sents a substantial improvement it can be readily ob- 
served that there is still plenty of room remaining for 
further expansion with the implication of a still greater 
market for electrical appliances. 
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Table 4 shows the degree of saturation already appar- 
ent in the market for electrical appliances as well as the 
potential number of homes without these products. 
For instance, while the market for irons is quite well 
sold, that of electric ranges is still in its infancy. It should 
also be noted that in a good year replacement orders 
account for about 10 per cent of the refrigerator sales, 
9% per cent of the electric washers and 60 per cent of the 
yacuum cleaners. On the other hand, though radios and 
incandescent lamps are not listed in the table, they are 
important in the sales of the industry. In keeping with 
this growth a gradual reduction in the price of electric 
bulbs and appliances has occurred. Today electric bulbs 
give approximately one-third greater light than in 1920 
yet cost about one-third less. Despite the improvement 
in refrigerators they cost less than half those sold in 
1924, and operate on one-third the power. Likewise elec- 
tric stoves are half the cost of the mid-1920’s, and this 
applies to virtually the entire list of light appliances. 
An additional potential sales factor lies in the normal 
growth of population as well as the gain during recent 
years in residential construction. All of these tendencies 
confirm and explain the constant improvement in the 
residential use of electric power illustrated in Table 1. 

In the final analysis the sale of electrical appliances 
depends basically upon consumer purchasing power, 
whereas the sale of generating power equipment comes 
within the classification of heavy industrial goods. 
Normally the cyclical fluctuations for heavy power equip- 
ment are greater in amplitude than those of light con- 
sumer products such as electrical appliances. Therefore 
itis normal to expect that the decline from the 1929 peak 
should be less for light equipment. Hence during the next 
phase of the business cycle it is not surprising that sales of 
light appliances and household refrigerators by 1933 had 
declined to 62 per cent of the 1929 level (1929 = 100), 
while sales of heavy power equipment dropped to 19 per 
cent of that level. From that time until 1937 both divi- 
sions of the industry witnessed steady improvment, so 
that light appliances reached 148 per cent of 1929, or in 
other words greatly exceeded the previous peak, while 
sales of heavy power equipment stood at 83 per cent, or 
I7 per cent under 1929. Thus during the 1933-1937 
recovery household appliance sales gained approximately 
138 per cent from the lows of the last depression, while 
output of heavy generating equipment ran somewhat 
better than 330 per cent above the trough of the 
depression. 

While Government agencies, such as the Rural Elec- 
trification Administration, have been influential in the 
creation of broader markets for electrical appliances, 
other Federal policies of the TVA and Boulder Dam 
type have probably deterred installation of generating 
equipment in a considerable number of cases. As a mat- 
ter of fact this question of adequate generating capacity 
appears likely to continue a highly controversial subject 
for some little time, as indicated by our Washington cor- 
respondent in the MaGazine or WALL SrreeT issue of 
November 18th in which he points out that the Govern- 
ment threat to private utility operations continues. With 
the public utility industry maintaining the position that 
adequate capacity is at present available, while some 
influential members of the Administration assume the 
Opposite view, perhaps the best method of approaching 
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this situation is to examine the figures shown in Table 3. 

It should be noticed that each time the ratio of kilo- 
watt-hours generated per kilowatt of capacity crosses 
3,000 sooner or later it becomes necessary for the indus- 
try to acquire additional capacity. The year 1937 repre- 
sents an all-time peak for this ratio. Prior to that year 
1929 was next in importance. Had it not been for the 
threat to private utility companies inherent in Govern- 
ment power policies, the period of 1936-1937 would un- 
doubtedly have witnessed far greater improvement in 
demand for heavy generating equipment than was actu- 
ally the case, though at that capacity increased better 





TABLE | 


Trend in Utilization of Electric Power 
(000—omitted) 


% Gain or Loss 
Over 1937 


—16.1 
+4.31 
+ 93 


1937 % Gain 

K. W. H. Sales Over 1929 
53,546,370 24.6 
17,557,951 33.9 
16,875,489 77.1 


1938 
K. W. H. Sales 
Industrial......... 44,900,236 
Commercial 18,315,963 
Residential 





TABLE Il 
Trend of Residential Consumption and Costs of Electric Power 


Average 
Annual Cost 


per 
KWH (cents) 
845 $35.57 4.21 
793 34.81 4.39 
727 33.81 4.65 
672 33.53 4.99 
33.07 5.30 
595 32.67 5.49 
33.25 5.57 
578 33.18 5.74 
543 32.58 6.00 
499 31.44 6.30 
30.36 6.60 
30.19 6.80 
29.87 6.98 


Average 
Annual 

Bill per 

Customer 


Average 
Annual Use 
per Customer 
KWH 


Average 
Number of 
Customers 


21,858,728 
21,275,909 
20,610,790 
20,097,631 
19,610,655 
19,087,057 
19,251,807 
19,678,652 
19,722,602 
19,103,335 
18,302,965 
16,977,696 
15,713,968 





TABLE Ill 
Relation of Kilowatt-Hours Generated to Kilowatt Capacity 


KWHrs 
Generated 
per KW of 

Capacity c 
Basedon Industrial 

verage Production 
3,077 86 
3,328 110 
3,127 105 
2,748 90 
2,527 79 
2,335 76 
2,292 64 
2,628 81 
2,876 96 
3,184 

3,065 

3,026 

2,985 


Federal 
Reserve 


Kilowatt 
Index of 


Generating 
Capacity (KW) 
verage 
35,645,400 
34,610,200 
34,074,200 
33,706,400 
33,629,000 
33,798,800 
33,470,500 
32,563,400 
30,804,300 
28,289,600 
26,249,400 
24,202,700 
22,777,000 


(KWHrs) 
Year Generated 


1938.. 109,691,134,000 
1982: ... 115,165,636,000 
1936.. 106,566,313,000 
1935. 92,611,423,000 
1934.. 84,985,832,000 
1933.. 78,933,016,000 
1932. 76,714,136,000 
1931.. 85,575,307,000 
1930 . 88,591,736,000 
1929.. 90,084,428,000 
1928.. 80,453,498,000 ° 
1927.. 73,244,445,000 
1926.. 67,989,782,000 


Source: Edison Electric Institute. 














Courtesy Westinghouse 
Huge Steel rotors for generators are checked for precision during machining. 


than 1,000,000 kilowatts. This was comparatively small, 
however, when one observes the year to year gains in 
installations prior to 1930, while from 1932 to 1937 they 
were negligible. With power consumption in new high 
ground during the current year it does not seem too 
much to conclude that in the not too distant future addi- 
tional purchases should become necessary. 

Toward the end of 1938 this situation actually did 
lead to increased installations by utility companies, which 
continued to the end of February, 1939. The general 
decline in business activity in the following months was 
accompanied by a falling off in purchases of generators. 
Since the end of July, however, considerable improve- 
ment has been indicated. Purchases in the immediate 
future appear likely to depend on three factors. First 
there is the attitude of the Government toward private 
utility operation. If a traditionally conservative policy 
is followed, or if the trend of domestic politics in the 
approaching months points toward the election of a con- 
servative in 1940, the private utility companies would 
probably feel safe in acquiring additional power generat- 
ing facilities. The second determining factor, and more 
important than the political one, is the trend in power 

sales in the coming month. There is no doubt that pur- 
chases of heavy equipment and electric power sales have 
a fairly close correlation to one another. Thirdly, an 
investigation by the Federal Power Commission in 1934 
disclosed that for 215 utility systems the actual capacity 
was 14 per cent less than the rated installations. Since 
Table 3 illustrates that with the exception of 1937-38 
installations have been small for the last six years, it 
appears likely (especially in view of the fact that steam- 
electric power plants have an average life of 20 years) 
additional facilities are needed. Add to this the Com- 
mission finding that in 1934 approximately 56 per cent of 
steam-electric generating capacity was 10 years old, 11 
per cent was 20 years old and about 1 per cent was 
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30 years old. In conclusion jt 
should be safe to say that main. 
tenance of the Federal Reserve 
index of production above 10 
(it is now 120) should ultimately 
make it imperative that addi. 
tional power facilities be ac. 
quired, and the rate and zest 
with which this is done will de. 
pend, to a considerable extent, 
on the political situation. 

Another important factor tend- 
ing to stimulate the sale of 
motors and other electrical ap. 
paratus is the Government ship. 
building and armament program, 
Further expansion by the United 
States Navy, which now appears 
assured as a result of the re. 
armament appropriations, will 
tend to accelerate activity of 
companies such as General Elec- 
tric and Westinghouse Electric 
& Manufacturing. Nevertheless 
this type of business is often 
not reflected in profits for as 
much as nine months to one 
year after original orders are placed, since considerable 
time is usually involved in the construction of heavy 
equipment prior to final delivery. 

General Electric and Westinghouse, along with Allis- 
Chalmers, manufacture most of the heavy equipment, 
and since this business is often handled on a cost-plus 
basis adequate profit margins are usually maintained. 
These large organizations have the advantage of ample 
research and engineering staffs and the ability to ap 
propriate substantial sums for such purposes. In tum 
these functions place them in a favorable position with 
regard to patents and cross licensing agreements, while 
all of this is possible as a result of a strong financial posi- 
tion. Labor conditions have been exceptionally well 
handled with the result that employer-employee rela- 
tions are on favorable and friendly terms. 

Usually Westinghouse sales (Please turn to page 256) 





TABLE IV 


Degree of Saturation in Use of Electrical Appliances 


% Usedin Approximate Number 
Product Homes of Homes Without 
Ne 94.06 1,405,200 
Washers. . 57.56 9,853,500 
Toasters... . 54.58 10,656,100 
Refrigerators. 51.67 11,311,860 
Cleaners..... 48.96 11,944,200 
Clocks... . 46.74 12,412,600 
Percolaters. . . 32.12 15,902,180 
Waffle Irons. . 22.60 18,127,080 
Heaters...... 19.93 18,759,420 
Heating Pads 19.54 19,653,100 
Hot Plates. . . 17.61 19,298,080 
Ranges. . 9.61 20,936,680 
lroners. .. 6.19 21,991,180 
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Labor Costs 


and Profits 


in the Motor Industry 


BY WARREN BEECHER 


Ik 1925 it cost $167 in wages to build the average auto- 
mobile. In 1938 the figure was $183, only about 9 per 
cent more. Yet the motor industry’s average hourly 
wage rates last year were 2714 per cent higher than in 
1995. Obvious answer: a substantial decline in the num- 
ber of man-hours required to do the job—specifically, 
from 231 to 198. 

And for the benefit of the machine age deplorers, it 
may be pointed out right here that there has been no 
net technological displacement of labor in the automo- 
bile factories. To be sure, employment was lower in the 
depression year 1938, when U. S. motor production 
totaled some 2,490,000 units, than it was in “normal” 
1925 which saw almost twice that number of cars and 
tucks come off the assembly lines. But in the more 
comparable year 1936 the industry supported nearly 
10 per cent more wage earners than it did in 1925—and 
this without allowance for the many thousands of others 
that have found employment in related lines that have 
since sprung up around the automobile. 

As anyone of voting age is well aware, moreover, the 
car of today is a far cry from the square-rigged, tire- 
blowing contraption of fourteen years ago. The 1939 
article not only costs 34 per cent less, develops nearly 
tiple the horsepower and more than twice the brake 
power, but offers countless improvements in riding com- 
fort, performance and safety that cannot readily be meas- 
ured or expressed in terms of percentages or statistics. 

Which is all very nice for the motor- 


Those of General Motors, however, are probably typical. 
Of course it is not possible to arrive at a figure for the 
actual labor cost going into a GM car or for net profit 
per car merely by dividing total payroll and net income, 
respectively, by unit production. For substantial por- 
tions of employe payments and of earnings are allocable 
to non-automotive activities and to the company’s parts 
and accesories business which, incidentally, ordinarily 
accounts for around two-fifths of total profits. 

It is possible, though, to derive satisfactory indexes 
of unit labor costs and profits by the above method. 
In so doing, we have excluded foreign production and 
payrolls; net income figures include return on invest- 
ments in non-consolidated foreign subsidiaries but this 
item varies about in line with domestic operating results 
and, for our purposes, does not seriously distort the 
picture. 

Most striking point revealed by the figures is the de- 
gree of success Motors has achieved of late in adjusting 
itself to the higher price of labor. Unit labor costs shot 
skyward in 1937, of course, with marked effects on unit 
profits. This trend was further extended last year for, 
while wage rates tended to level off, man-hours per car 
rose slightly and production dropped 43 per cent. 

In the first nine months of 1939, however, unit profit 
margins recovered to a level that has been topped in only 
one recent year—1936. And this despite the fact that 
unit labor costs, though down (Please turn to page 254) 





ing public and, if it only knew it, for 
labor. Consumers get a better car at a 
lower price, employes get more money. 
But what of the owners of the business? 
How have profits been standing the gaff? 

According to Federal Trade Commis- 
sion figures, Ford cleared less than $6 a 
unit before taxes on the V-8 in the fair 
to middling period 1934-37. General 
Motors and Chrysler both did much 
better but there is no doubt that mount- 
ing labor costs have bitten deeply into 
profit margins in the past few years. 
More recently, however, the motor mak- 
ets have made important strides in the 


General Motors—Unit Labor Costs vs. Unit Profits 


Domestic Net Wages Profit 


Payrolls (b) Income (b) per Unit per Unit 
$269,012 $109,620 $256 $104 
300,826 102,190 272 87 
460,452 196,437 
384,153 238,482 
327,678 167,227 
263,204 94,769 
171,184 83,214 
143,255 . 165 272 


Unit Factory 
Sales (a) 


1,050,000E 
1,108,000 
1,929,000 
1,867,000 
1,564,000 
1,128,000 


389,518 248,282 205 131 


ber 30. E—Estimated. (a)—Excluding sales of foreign manu- 





way of offsetting economies. 
Current and comprehensive figures for 


facturing subsidiaries. 


(b)—In thousands. 





the industry as a whole are not available. 
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The Investment Clinie 


Reducing Your Security Taxes 


Conducted by J. S. WILLIAMS 


: this time every year investors begin to contem- 
plate their income tax problems with mixed feelings, 
certain on the one hand that their debt to the Govern- 
ment will be larger than they bargained for, and fearful 
on the other that in the confusing verbiage of the income 
tax laws they will either overlook some lawful deduction 
or unknowingly lay themselves open to the suspicion of 
dereliction. 

For every investor the matter of taxes is strictly an 
individual problem. For this reason any discussion of 
the matter is perforce limited to attempting to clarify 
the provisions of the law and outline the proper proce- 
dure for taxpayers largely in terms of generalities. With 
the idea, however, of easing the wear and tear on readers’ 
tempers and patience the Investment Clinic this issue 
is devoted to a discussion of capital gains and losses as 
they may affect investors’ income taxes this year. 

The 1938 Federal Income Tax law made sweeping 
changes in the methods by which individual taxpayers 
were permitted to compute capital gains and losses re- 
sulting from the sale of securities. The provisions of the 
1939 Act made virtually no changes pertaining to indi- 
vidual incomes. 

Security transactions on which an actual profit is 
accepted or an actual loss is incurred must be divided 
into two classes, as the Act distinguishes between short 
term capital gains and losses and long term capital gains 
and losses. The Act defines short term gains and losses 
as those which result from the sale of securities held less 
than eighteen months; long term gains and losses are 
those resulting from the sale of securities held longer 
than eighteen months. The short term and long term 
classifications, in the computation of the tax, must be 
entirely segregated and profits and losses on short term 
holdings can have no bearing on the taxpayer’s liability 
resulting from long term profits and losses, and vice versa. 

Short term losses in the preparation of income tax 
reports may be matched against short term gains to 
obtain a net short term gain or less. If the result is a 
net short term profit, the figure is added to net income 
from all sources and the normal and surtax computed 
on the total. On the other hand, a net short term loss 
is of no avail in reducing the tax liability on other in- 
come. A short term loss, however, may be carried over 
into 1940 and applied to short term gains next year. 
The total amount of such short term loss which may be 
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carried over is limtied to not more than the taxpayer's 
net income this year. Thus, for example, a taxpayer 
with net income this year of $12,000, and a net short 
term capital loss of $16,000 has no alternative except 
to carry over the capital loss into 1940, but the amount 
applicable next year would be limited to $12,000—the 
net income figure for this year. 

In computing long term capital gains and _ losses, all 
sales of securities held over eighteen months made dur. 
ing the past year must be divided into two tax divisions 
—one comprised of securities held more than eighteen 
months but less than twenty-four months, and the other 
of securities held longer than twenty-four months. 

An excess of long term capital gains over long term 
losses may be added to a taxpayer’s net income and 
become subject to regular normal and surtax rates. In 
the case of securities held more than eighteen months 
but less than twenty-four months, only 66 2/3 per cent 
of the net capital gain is added to net income, while only 
50 per cent of the gain is added in the case of securities 
held more than twenty-four months. 


Alternative Computations 


The taxpayer, however, has the choice of another 
method of handling net long term gains. He may comn- 
pute the tax on all other income plus any net short term 
gain at the regular normal and surtax rates and add te 
this a tax of 30 per cent on net long term gains. Obv- 
ously the method to be used is the one which results in the 
lower tax and under various circumstances the savings 
between the two options may be quite substantial. (See 
accompanying examples.) 

Two computations must also be made if the taxpayer 
has a net long term loss, with the difference, however, 
that he is compelled to pay the larger tax indicated by 
the two computations. Only 66 2/3 per cent of the 
net loss on the sale of securities held for more than 
eighteen months and less than twenty-four months may 
be deducted from net income; while only 50 per cent of 
net losses on securities held more than twenty-four 
months is deductible. 

The first option requires that the taxpayer deduct net 
long term losses from all other income and compute the 
tax on the balance at regular rates. Under the second 
option the tax is computed at regular rates on all income, 
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without deducting the net long term loss, and from this 
tax figure, 30 per cent of the net long term loss is de- 
ducted. The larger tax indicated by these two options 
is the taxpayer’s liability. 

The foregoing paragraphs cover the principal features 
of the 1939 Revenue Act as it applies to individual trans- 
actions resulting in capital gains and losses. There are, 
however, several other important points which are worth 
noting here. 

In determining capital gains and losses there is no dis- 
tinction made between short sales and those on long stock. 

Funds received from the retirement of bonds are 
treated in the same manner as a sale of the same bonds. 

In the case of the redemption of preferred stock, pro- 
ceeds are considered short term gains. It is therefore 
advisable to sell such preferred stock prior to redemp- 
tion, if it has been held more than eighteen months and 
the taxpayer desires to establish a long term gain. 

No loss is allowed if the transaction is made between 
members of a family; with a corporation 50 per cent or 
more owned; between grantor and fiduciary of a trust; 
or between fiduciary and beneficiary of a trust. 

Losses will not be allowed if, within thirty days before 
or after the date of sale, the same securities are replaced 
by purchase. On the other hand, issues sold to establish 
again may be immediately repurchased. 

The payment of stock transfer taxes on the sale of 
securities should be deducted as taxes and not treated 
asa reduction of the selling price. In this way the inves- 
tor obtains the advantage of a 100 per cent deduction. 

Since last year, the Treasury has ruled that the sale 
of securities up to and including December 31 for regu- 
lar delivery may be included in current transactions. 
Formerly deliveries of securities sold had to be made 
before the end of the tax year. 

In the case of an investor owning 150 shares of stock 
acquired in three lots of 50 shares each, for example, 
and 50 shares only are sold, the resulting gain or loss is 
computed on the basis of “first in—first out,” or the 
cost of the original purchase of 50 shares. Exception to 
this procedure may be taken if the shares sold can be 
identified as to cost and purchase date by the certificate 
numbers. In margin accounts where such identification 
is virtually impossible, the investor may identify the 
sale by a letter to the broker designating that the securi- 
ties sold were purchased at a given date and price. 

The matter of taxes, while unquestionably an impor- 
tant investment factor, should not be permitted to be a 
major consideration in deciding the advisability of hold- 
ing or selling a particular security. The investor, how- 
ever, would be well advised to keep a running account 
of his transactions as well as their probable relation to 
his tax liability. Many investors have fallen into the 
habit of considering their tax problems only in the clos- 
ing months of the year. Under the present tax laws, 
however, it is obvious that a single day’s difference in 
a transaction may alter appreciably the effect upon taxes. 
| At the current market level, it is probable that many 
investors are holding issues on which short term profits 
have accrued. In instances where such profits may be 
wholly or even partially offset by short term losses it 
may be advisable to register these gains and repurchase 
the same securities for the purpose of establishing a 
higher cost price. If short term gains cannot be matched 
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Typical Treatment of Long Term Gains* 


Option No. 2 


$10,000 
10,000 


Option No. 1 


$10,000 
10,000 


20,000 


1,605 
15,000 


Net Income 
Net Short Term Capital Gain........ 


Normal and Surtax 
Net Long Term Gain................ ; 


4,500 


Total Tax Option No. 1........... $ 6,105 


Normal and Surtax on $35,000, Option No. 2.............. 
Taxpayer elects Option No. 2. 


Typical Treatment of Long Term Losses* 


Option No. 1 Option No. 2 
$10,000 $10,000 
10,000 10,000 


20,000 20,000 
5,000 


15,600 
Normal and Surtax, Option No. 1...... 940 
Normal and Surtax on $20,000... .. 1,605 
Deduct 30% of Net Long Term Loss. . . 1,500 
Total Tax Option No. 2........... 105 
Taxpayer MUST pay tax under Option No. 1. 
* Married individual, $2,500 exemption and $1,000 earned income credit. 


$ 4,745 


eS AOE E PEELE CO LAREN ET 
Net Short Term Capital Gain. . . 





by short term losses, and other things being equal, con- 
tinued retention is indicated, with a view to converting 
these short term gains into long term gains. In this man- 
ner the taxpayer could subsequently be enabled to com- 
pute taxes to the extent of only two-thirds or one-half 
of the gain. 

Securities which have been held longer than eighteen 
months and show a profit should, as a general rule, be 
held beyond the twenty-four months’ period, thus reduc- 
ing the tax base from 66 2/3 per cent to 50 per cent. 
Losses on securities held more than eighteen months 
should be registered before the end of twenty-four 
months in order to take advantage of the 66 2/3 per 
cent deduction. After twenty-four months only 50 per 
cent of the loss is deductible. 

There is little to be gained by accepting profits on is- 
sues held longer than twenty-four months. Sale of such 
issues at this time solely with a view to establishing 
profits for tax purposes would subject any further ap- 
preciation in value over the next eighteen months to 
short term taxation—if, of course, the issue is immedi- 
ately repurchased. As it is, only 50 per cent of any 
further gains would be subject to taxation. 

As already pointed out the problem of planning an 
effective tax program, properly related to investment ob- 
jectives, is strictly a personal one because in the final 
analysis such a program would have to be governed by 
numerous factors outside the framework of tax legis- 
lation. A complicated tax problem should be placed in 
the hands of a tax accountant. But to end this 
general discussion with a word of advice: analyze your 
position from a tax standpoint and at least have it in 
mind in connection with security transactions over the 
coming months. Present tax legislation is affecting in- 
vestors’ interests 365 days a year. Don’t wait until late 
December to think about it, and have your records 
brought up to date as soon as possible. 





Are the Gils 


Over-priced? 


Some evidence of im- 


provement in the industry's 
position begins to be seen. 


BY WARREN E. KRAEMER 


i GROUP action of the oil stocks lately 
suggests that the conflicting forces within the 
industry are currently well balanced between 
the too plentiful supplies that threaten to 
disrupt prices on occasion, and the demands 
incident upon the domestic upswing com- 
bined with the possibility of future foreign requirements. 

Although an 8 per cent decline from the September 
high has been registered by Toe Macazine or Wa. 
SrrEEt’s index of 24 leading petroleum stocks, this action 
was in line with the market as a whole. And actually 
the evidence indicates that there has been investment 
buying for the long pull on the dips with the result that 
price levels are well maintained. Selectivity has thus 
far been the order of the day though, with the shares 
of the large integrated companies favored. These organ- 
izations in addition to their size and strength offer insur- 
ance against the pressure of price dislocations between 
the production of crude oil and gasoline. 

Right there lies the crux of the major domestic diffi- 
culties of the oil industry. In the early part of this year 
competition had driven the price of gasoline down so low 
that the refineries were losing money in spite of the heavy 
demand for their products. Obviously something had to 
be done, and an attempt was made to raise the price of 
retail gas. This failed because of the vast quantities of 
crude oil that were sold below the posted prices in states 
without proration agreements or restrictive legislation. 
Refiners who bought this oil at levels as much as 35 per 
cent below stated market price could and did undercut 
the price of gasoline. The next move was in the other 
direction. The price the companies would pay for crude 
dropped below the one dollar a barrel figure it had held at 
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for so long. Somehow the squeeze had to be worked out, 
but the crude producing states were sure that it wouldn't 
be at their expense. Ostensibly sponsoring a move to- 
wards conservation, the Texas Railroad Commission at 
once announced that it intended to suspend crude pro 
duction within the state for a two-week period and in- 
vited other states to do the same. Five states responded, 
and all crude producing wells in Texas, Oklahoma, Kan- 
sas, Louisiana, Arkansas, and New Mexico were shut 
down for fifteen days. These states account for about 
68 per cent of total domestic production, and the effect 
of their shutdown was apparent immediately. With 
crude oil stocks down sharply to the lowest levels in 
years, the price climbed back to where it stood before the 
reduction was announced, and gasoline quotations also 
firmed up. Since production is watched closely by the 
crude producing states, crude stocks have continued 
their downward trend and on October 21 stood at 229, 
127,000 barrels, the lowest since 1922 with the total re- 
duction for the year thus far equal to 43,897,000 barrels. 

The major difficulties of the industry are concentrated 


in the refining division and the maintenance of an ade § 


quate supply-demand position for all its products. Sine 
cost factors are being constantly adjusted to keep in line 
with the technological achievements, and profit margins 
are slim at best, there have been many lean years of late. 
Marketing refined products is practically a service from 
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which the companies do not expect to make much money. 
And this too, reacts unfavorably on the refining divisions 
of the industry. 

Though production of crude is by far the most profit- 
able section of the oil industry, some of the problems 
for the other units begin here. By employing methods 
that are not in keeping with a sane conservation policy 
certain states have stepped up production to an exces- 
sive level and have as a result flooded the market with 
cheap oil. Illinois stands out as an example. In that 
state production was increased over a few years from 
4,000 barrels per day to over 330,000 barrels per day 
with no attempt on the part of the authorities to prorate 


| or supervise output regardless of the waste incident upon 
such methods. It is another case of an oil well in every 
‘back yard. These pools are shallow and barring new 


discoveries, production cannot continue at the present 
pace, but until the supply begins to give out, the output 
from this state is a menace to the oil price structure 
throughout the nation. It is not a case of limiting the 
supply of something of which there is an abundance in 
order to raise the price level. It is a question of the most 
eficient utilization of an invaluable natural resource. In 
arecent message our State Department said that while 
America has over 50 per cent of the world’s oil, in spite of 
all the talk about conservation and limiting waste we 
still produce over 60 per cent of the world’s petroleum 
needs. 


Estimates for Next Year 


At the present time crude runs to the still average 
around 3,650,000 barrels per day against an estimated 


demand of approximately 3,433,000 per day. This excess 
isnot burdensome since it reflects the increased needs 


for fuel oils on the East and Gulf coasts. The stocks of 
this oil are low in those districts and the necessary pro- 
duction will tend to distort the picture for some while 
until the situation is rectified. 

Stocks of gasoline on hand though, are thought to be 
large and are increasing rapidly. With production at the 
rate of 1,741,000 barrels a day and the supply available, 
over 73,696,000 barrels, a moderately cold Winter would 
see the total amount of gasoline on hand next March 
equal to about 95,000,000 barrels. Thus at the start of 
the next period of heavy demand for 


Allies since the last war, together with the lack of activ- 
ity have made necessary considerable revisions in the 
amount of American oil they were going to buy. It must, 
however, not be overlooked that the character of the war 
might change overnight, with a sudden sharp demand on 
our supplies as a consequence. At the present time the 
principal purchases in our markets will be of high octane 
gases for planes and other high efficiency engines. The 
refinery methods for this type of fuel are undergoing con- 
stant revision, and the cost of equipment is so heavy that 
few companies are spending money on large volume 
production facilities at the present time. 

Here in this country the ever present rumblings from 
Washington over the need for Governmental control in 
various stages and forms are more in evidence. Some 
definite action seems to be in the wind in the shape of 
legislation that would create a Federal Office of Petro- 
leum Conservation. The idea is to have a Government 
agency that would co-operate with the individual states 
on conservation measures... No attempts will be made 
apparently to control prices, and steps will be taken 
independently only to prevent waste or when a deliberate 
unwillingness to co-operate to correct production evils 
exists. 

The recently signed neutrality bill carries with it the 
necessity for considerable revision of the tanker systems. 
The new act will mean that tankers of American registry 
will be barred from war areas. These latter are to be 
defined by the President as the war progresses. The 
immediate reaction has been to take large numbers of 
American tankers out of service. But it is believed that 
they will eventually find their way back into the oil trade 
with neutral countries. This will relieve the English 
and French tankers now serving these routes and permit 
them to meet their own needs. Three nations, inciden- 
tally, England, France, and Norway now split some 85 
per cent of the world’s tanker tonnage about equally 
among themselves. A large percentage of American ex- 
port oil is, however, carried on ships of foreign registry 
that are owned by American companies. These ships will 
not be affected by the act of course, and the move is to 
increase their number. 

Another important move coming from Washington and 
affecting the oil industry is the recent trade agreement 
with Venezuela. The treaty (Please turn to page 254) 





gas, reserves would exceed normalcy 
by approximately 13,000,000 barrels. 
Toa certain degree this would be off- 
set by the requirements of the war- 
ting nations, but thus far their orders 
have not materialized in volume. 
Estimates show in fact that the 
situation in Europe at the present 
time will not result in any remark- 
able increase in the amount of Allied 
oil purchases unless the war takes on 
afar more violent aspect than it has 
shown to date. Reductions in the 
supplies made available to their civil- 
lan populations have almost made up 
lor the increase in military consump- 


tion of the vital fuel. The extension ‘7°. ", 


Total Oil 
Consumption 
Thous. of bbis._—_—— 
1,328,140 
1,340,802 
1,224,748 
1,112,672 
1,034,672 
975,214 
938,757 
1,027,274 
1,083,511 
1,103,203 


eas 1,014,716 
N. A. Not Available. 


OIL INDUSTRY TRENDS 


Year End Car Crude Oil 
Supply Registrations Price Per 
in Millions bbl. per bbi. 
555,263 29.2 $1.18 $¢.40 
564,997 29.7 1.21 0.55 
519,229 28.2 1.10 0.58 
541,914 26.2 1.00 0.54 
564,152 24.9 1.00 0.37 
602,198 23.8 0.62 0.47 
592,194 24.2 0.87 0.43 
631,898 25.0 — 0.68 0.38 
666,662 26.5 1.23 0.35 
689,497 26.8 1.36 0.54 
621,010 25.0 1,32 0.65 


Indicated 
Reserves in 
Million of bbis. 
17,070 
14,229 
13,063 
12,437 
N.A, 
N.A. 
N.A. 
N.A,. 
12,761 
N.A. 
N.A. 


Refiners 
Margin 





in oil production activities of the 
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Examining the Danger Signals 


— Characteristics of a Top in Business 


— Are They Present in Today's Picture? 


Orne reason for the prevailing caution among investors 
and businessmen might be called the jitterbug record of 
the business trend in recent years. The 1929 crash was 
a great disillusionment. It left many cynics among those 
who had been most hopeful that a way to continuous 
prosperity had been found. Events of 1932 and 1933, 
although they recorded the beginning of net progress. 
were hardly reassuring to nerves still shuddering from 
the recent collapse. Then there came a sustained rise 
which by the end of 1936 began to look like the real 
thing to most people — only to 


BY JOHN LLOYD 


ing the last business uptrend left a smaller distance to 
fall when the time came for a reaction. 

Applying the same line of reasoning to the future, it 
seems true that so long as industry and the stock market 
avoid losing their sense of caution they will be in com- 
paratively protected waters. Half speed ahead. means a 
longer journey, and usually a safer one. Not that inter 
ruptions to progress will necessarily be less frequent; the 
readiness of business to take fright at the first warning 
that all is not well points to recurring minor slumps 

even without particularly serious 





come crashing down in the follow- 
ing year in one of the fastest drops 
on record. It is small wonder that 
skepticism in many quarters has 
been the reception for the 1938 
and 1939 pickups. 

All of this is painfully vivid his- 
tory. But to judge its results and 
to interpret its future bearing on 
the business trend one must step 
boldly into the field of multiple 
psychology, where theories and 
estimates take the place of facts. 

First of the conclusions to be 
drawn along these lines is that the 


2 ; aa sense reassuring. 
conscious or unconscious disbelief 


Business is today generally inclined to 
extreme caution in planning for the 
future. This means less help in the way 
of large construction programs, new fac- 
tories, additional employment. 
also guards against the development of 
weak points which, looking back, can be 
seen to have figured prominently in past 
collapses. Skepticism toward the rise— 
business and stock market—is in this 


trouble from outside sources. But 
the psychological opposition to 
this rise has thus far prevented. 
and may prevent for some time to 
come, the appearance of any of 
the symptoms which accompanied 
the turns in 1929 and 1937. 
One of the most widely dis- 
cussed questions of the day isa 
direct example. When the first 
effect of the war was to start a 
sudden flurry of ordering in all 
sorts of unrelated lines, it was 
natural to dread a repetition of 
the 1937 situation in inventories. 
There was not the slightest doubt 


But it 





in lasting prosperity being built 
for this country out of present 
conditions, the unwillingness to adjust readily to a bet- 
ter state of business, is a fundamentally encouraging 
sign. It can be argued that greater confidence in the 
immediate future would have given us far more momen- 
tum over the past few years; and that is undoubtedly 
true. More factories would have been built, more ma- 
chinery installed, more locomotives and power generat- 
ing plants constructed. The nation would be better 
equipped today if fewer business leaders had been hard 
to convince that the time was right for expansion in 
1934, 1935 and 1936. Yet the slump of two years ago or 
even the small dip early this year would undoubtedly 
have been much more serious affairs if they had occurred 
at the end of real booms in capital goods. Business con- 
ditions would be worse today if they had been substan- 
tially better three years ago. Restrained confidence dur- 
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that stocks of goods on hand were 
low, but the temporary  seller* 
market caused suspicion of the buyers’ purchases. Ii 
competitive inventory building had been resumed, t 
would soon have grown to a full sized danger signal, 
alarming and more visible than that of two years ago. 

The comparison of inventory levels shown in the ac- 
companying chart is about as fair a statement of present 
conditions as can be made. Figures on the subject are 
fragmentary, late, and open to various interpretations. 
Those of the National Industrial Conference Board show 
that stocks of raw materials in manufacturers’ hands at 
the end of September were up 1.7 per cent in the month, 
but 16 per cent below those of a year ago and 15 per cent 
below those on hand in September, 1937. Stocks of sem 
finished goods were 7 per cent lower in the month, 11 pe 
cent below a year ago and 8 per cent above the preceding 
year. Finished goods on hand decreased 3 per cent dur 
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ing September and were almost 4 per cent lower on the 
year and over 5 per cent lower than at the same time 
in 1987. Total stocks at the end of the month were 
equivalent to about 234 months’ shipments at the pre- 
vailing rate, as compared with stocks adequate for 3 
months’ shipments at the end of August and 314 months’ 
shipments a year earlier. 

Any evidence tending to show that inventories have 
actually been declining during this period is open to some 
question, but it is pertinent in proof of the claim that 
they have not yet grown alarmingly. Certainly we have 
had none of the background and build-up necessary, even 
in war times, to permit inventories to get out of hand. 
This particular danger signal has been so carefully 
watched, it is so live a possibility in everyone’s mind 
because of the recent example, that the chances of seeing 
it appear again in the current picture are rather slim. 

A strong uptrend in commodity prices, of course, is 
one of the chief inducements to speculation in inven- 
tories. For a time this fall it seemed likely that the war 
would force steadily higher prices of raw materials. That 
may yet turn out to be the case over the long run, but 
since the first hectic bulge in the commodity markets 
most changes have been toward leveling out rather than 
extension of the rise. The danger in this quarter has 
been at least postponed, either as a reason for inventory 
building, or as a serious threat to manufacturers’ profit 
margins. 

Raw material prices as shown on the chart are in a 
comfortable position in relation to those of previous 
years. No squeeze in profit margins, no necessity to raise 
slling prices to the point where they might provoke 
stubborn consumer resistance is likely to be brought on 
by present levels. Furthermore, the skeptical attitude 
toward business and stock market extends to the com- 
modity markets, as it logically must. Mistrust of the 
business pace means pessimism toward the rate of con- 
sumption of industrial raw materials, and_ therefore 
toward the general price level. 

The labor situation has also caused many misgivings 
toward the business future, if not in the matter of vol- 
ume, at least in the possibility of reaping substantial 
and generous profits. The businessman cannot be blamed 
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for preferring any status quo to a state of flux in a vital 
question like this. He must do the long term planning 
and he faces too many unpredictables without adding 
that of a new and unsettling labor situation. Many per- 
sons who might otherwise be in sympathy with an opti- 
mistic viewpoint are unable to digest the thought of con- 
tinual strikes fomented less and less for increased wages, 
and more for jurisdictional power or new rights in dic- 
tating the conduct of business enterprises. 


Labor and Unemployment—Major Question Mark 


To a great extent political, the complicated labor mess 
is discouraging to any man trying to keep his eye on the 
one ball — business profits. He naturally hopes to keep 
wages within reasonable limits in relation to volume, but 
he dreads and mistrusts most the efforts to solve major 
social problems by monkeying with his employees. He 
looks back regretfully to the days when President 
Coolidge could make it all very simple in a statement— 
“When a great many people are unable to find work, 
unemployment results.” 

Until some clarification of the labor and employment 
questions can be had, there will be uneasiness as to the 
business future. A fewer number of new ventures will 
be undertaken and fewer expansion programs will be 
inaugurated. From the standpoint of an immediate boom 
such as that of the twenties, this is a discouraging 
thought. However, it means more conservative handling 
of business and investment affairs. If a repetition of the 
years 1926 to 1929 is to be longer postponed because of 
it, there will be for the same reason less cause to fear 
another period such as 1929 to 1932. Meanwhile, the 
actual course of wages has not been able to raise the unit 
cost of labor, thanks to the development of increasingly 
effective machinery. This outstanding weak point of 
1937 has been corrected in very impressive fashion, as 
shown by the comparison on the accompanying chart. 

The classical prelude’ to a slump is a shortage in the 
supply of money with which to carry on the upward 
spiral of business and market activity. In recent years 


this cause has been less prominent than on numerous 
259) 


occasions of the longer past, (Please turn to page 
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International Harvester 


Strong Position in Trucks and Tractors Offsets 


Partial Loss of Leadership in Farm Equipment 


BY FRANK R. WALTERS 


| ne of the first reaper by Cyrus Hall McCormick 
in 1831 initiated a new era in agriculture, that was des- 
tined to place the farm on a basis of efficiency compar- 
able with the city factory. Though the reaper did the 
equivalent work in one day that would ordinarily have 
required six men the critical and skeptical farmers would 
at first have none of it. No sales were actually made 
until ten years following the introduction of the first 
model, but from that time on the McCormick Harvesting 
Co. developed rapidly and in 1902 became the Interna- 
tional Harvester Co. 

Today International Harvester is a world-wide or- 
ganization, manufacturing and selling every conceivable 
type of farm machinery, equipment and tools from grain 
and corn harvesting machines to haying machines, as 
well as those utilized for seeding, planting, tillage and 
general purposes. Nevertheless, despite the tremendous 
growth in the sale of farm equipment since the days 
when the founder started out on horseback to find some- 
one equipped to make his reapers, the importance of this 
division of the business has declined in relation to the 
whole. Whereas in 1910 farm implements accounted for 
about 61.6 per cent of Harvester’s total sales, by 1938 
this division was responsible for only 30.4 per cent. 
Likewise the importance of twine dropped appreciably, 
while the production of tractors and motor trucks has 
grown so that last year, for example, tractors accounted 
for 30.7 per cent of total output compared with 8.4 
per cent in 1910, while motor trucks, from accounting 
for 2.9 per cent in the latter year, now rank along with 
tractors in importance. 

In addition a vast export business is carried on and 
sales abroad in 1938 represented 30.2 per cent of total 
output, while dollar volume of this item ran well ahead 
of all others. Branch houses and distributing points ex- 
tend virtually throughout the entire world including 
those maintained in the seven principal cities of Austra- 
lia; in Buenos Aires, Argentina, as well as other points 
in that country, and such widely scattered places as 
Brussels, Belgium; Harbin, Manchukuo; Nairobi, British 
East Africa; Rio de Janeiro, Brazil; Montevidio, Rotter- 
dam and Bucharest. 

From this brief review of Harvester’s principal activi- 
ties it can be readily seen that sales depend upon several 
rather distantly related factors. Thus the sale of farm 
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equipment depends upon the economic position of agri- 
cultural areas both in this country and abroad, while 
sales in foreign nations also depend on the economic and 
political conditions in those respective countries. Trac- 
tor output, too, depends largely upon agriculture as well 
as upon road and other construction programs. The sale 
of motor trucks, on the other hand, is more closely related 
to industrial production of the nation as a whole rather 
than to agriculture alone, and therefore tends to lessen 
the company’s great dependence on the latter. Of course, 
agriculture is a highly important factor in both national 
and world prosperity, though during the past twenty 
years agricultural areas have shown a decided tendency 
to lag behind industrial communities in purchasing 
power. Confirmation of this is found in the vain attempt 
of the AAA program to rectify this disparity. The 
unfortunate element of this program was that though 
correct in its assumption the method of correction was 
as bad as the disease. 

Farm purchasing power is importantly correlated to 
the price of grain and size of the crop. Nevertheless in 
a poor crop year there are always some farmers having 
a good crop even though over a wide area it may be bad. 
Likewise in a good year there will always be some un- 
fortunates with a poor crop. However, leaving out indi- 
vidual cases and taking the average it can be said that 
the sale of farm equipment is closely related to the cash 
income of the farmers. Thus with sales dependent upon 
cash farm income of the preceding season there is always 
a lag in farm equipment purchases. 

Farm cash income during October, 1939, totaled 
$894,000,000, a 6.9 per cent increase over the same 
month last year and 5.5 per cent gain over September. 





Relation of Harvester's Sales of Farm 
Implements to Total for the Industry 


—(Millions of Dollars) 
Int'’lHarvesterSales Percent of 
of Farm Implements Int'l Harvester 
(including parts) to Total Sales 
59.6 12.2 


Total Sales 
of Farm 

Machinery 
489.0 Ne 
571.2 75.6 
446.1 53.2 
326.4 50.0 
570.9 (1)121.1 

(1) Includes tractors. 
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this year. In the first ten 
months of 1939 cash farm in- 
come increased 2.3 per cent 
ahead of the same period in 
1938. Thus the rate of improve- 
ment in farm income appears to 
have been accelerated recently 
and, though prices of major 
staples such as wheat and cot- 
ton, continue fairly firm other 
prices have receded considerably 
fom the year’s high. However, 
when it is considered that the 
1938 cash income of farmers was 
10.6 per cent under 1937 any 
improvement this year is im- 
portant. 

Another significant element is 
that 15 years ago only 2.8 per 
cent of the national farm income 
was expended on farm equip- 
ment whereas by 1929 these ex- 
penditures had increased to 4.4 
per cent, and following the slump 
caused by the depression years 
19299 - 1932 expenditures for 
equipment rose to 5.9 per cent 
by 1937. The recession in 1938 
was accompanied by a decline in these outlays to 5.3 
per cent of domestic farm income. Even so the continu- 
ance of this high ratio in comparison with former years 
indicates the growing mechanization of the farm. 

Table I illustrates the percentage of Harvester’s farm 
implement sales to those of the entire industry. From 
this it is apparent that the company’s equipment busi- 
ness is important, though not as great as is generally 
believed. A clearer picture is presented, however, by the 
conclusions arrived at by the Federal Trade Commission, 
which pointed out that of six leading companies—Har- 
vester, Deere, J. I. Case, Oliver, Minneapolis-Moline 
Power and Allis-Chalmers—Harvester accounted for 42.5 
per cent of the total farm implement and tractor busi- 
ness in 1937 against 47.5 per cent in 1929. It is evident 
that competition has increased greatly, so that only a 
handful of companies realize a profit on this business. 
Thus according to the Commission the average rate of 
profit on Harvester’s farm machinery business for the 
10 years 1927 to 1936 was 10.61 per cent, second only 
to that of Deere & Co., which averaged 11.91 per cent. 
Among other competitors, J. I. Case showed 5.43 per cent 
and B. F. Avery & Sons, 1.11 per cent. Three other im- 
portant companies reported losses in excess of profits. 
These were Minneapolis-Moline Power Implement Co., 
Oliver Farm Equipment Co. and Massey-Harris Co. The 
average losses for these companies were respectively, 
1.66 per cent, 1.39 per cent and 5.58 per cent. 

Competition in the sale of tractors has also grown 
more intense. In 1937 Harvester accounted for approxi- 
mately 43 per cent, and in 1938 slightly over 50 per cent, 
of total domestic sales in this field. Total domestic sales 
of tractors, however, dropped 36.8 per cent in 1938 com- 
pared with 1937, while Harvester’s sales in the same 
period declined 32.6 per cent. Companies such as Cater- 
pillar with low priced tractors very probably do a greater 
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Trac-Tractor dragging a heavy scoop in grading operations. 


unit, though not dollar, volume than International Har- 
vester does. For some time International hesitated upon 
entering the low priced tractor field and meantime Allis- 
Chalmers increased its position at the former’s expense. 
Therefore since the first of the year International has 
been making preparations to meet this situation, and one 
of the first indications was contained in early news dis- 
patches that some $3,000,000 had been appropriated for 
construction of a tractor plant in Chicago, and another 
$3,000,000 for making large castings and small diese} 
engines at the company’s Milwaukee works. 

In June, 1939, Harvester announced introduction of 
a new small tractor priced at $515, the Farmall-A, 
equipped with standard-size rubber tires. At the time 
this marked a reduction of $225 under the lowest priced 
tractor then offered by Harvester. The Farmall-A was, 
however, $20 higher than Allis-Chalmers’ Model B and 
Deere & Co.’s Model L, both of which sell at $495. Early 
in October a fourth new low-priced model, the Farmall-B, 
was introduced and priced at $535. It follows .intro- 
duction of other models, The Farmall-H and M, so that 
Harvester now has a complete line of new low-priced 
tractors. 


Truck Division 


International is also an important factor in the truck 
field, and this division gives the company a certain diver- 
sification of output, and as already pointed out has 
played an important part in its growth during the past 
two and a half decades. Registrations of two-ton trucks, 
ie., heavy duty trucks, indicated that the company con- 
tinued to improve its lead in this division and sold 38 
per cent of all trucks registered within this category. If 
light delivery trucks are included the percentage of total 
registrations by International have increased steadily 
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Relation of International Harvester Truck 
Registrations to Total Truck Registrations 


Percentage of 


Total Int'l Harvester arvester 
Registration of ew Truc Registrations 

ear New Trucks Registrations to Total 
19391). 370,079 48,819 13.2 

EE 5255 pias ks 365,349 55,836 15.3 
eer 618,249 76,174 12.3 
| ARS ae 611,644 71,958 11.7 
re 510,683 53,471 10.5 
_ See 403,886 31,555 7.9 
eee 245,869 26,658 10.8 
ER a lapis sian om 180,413 15,752 8.7 
sta aa it ois Xo. 313,884 21,073 6.7 
eae 410,699 23,703 5.8 
| a 527,057 31,434 5.9 


(1)—Nine months. 





and in 1938 accounted for 15.3 per cent of the total 
compared with 12.3 per cent in 1937 and 11.7 per cent 
in 1936. Table 2 shows how the company has improved 
its position since 1929. 

From 1937 to 1938 total truck registrations declined 
40.6 per cent, whereas International’s sales during these 
years declined only 20.7 per cent, or considerably less 
than those of the industry. The importance of this divi- 
sion is further emphasized when it is realized that sales 
of trucks and parts from 1932 to 1937, the most recent 
cyclical upswing in this country, recorded a gain of 
approximately 240 per cent. During this same period 
truck registrations gained 242 per cent. Hence the fore- 
going figures indicate that this company has kept pace 
with the industry and obtained more than its full share 
of business during the upward phase of the business 
cycle, while during a poor period its percentage of decline 
has been less than that for the industry as a whole. This 
record can therefore be considered nothing other than 
impressive. Registrations in the first nine months this 
year were 14.5 per cent ahead of the same part of 1938. 

In addition to the foregoing activities Harvester owns 
and operates its own iron ore mines in Minnesota and 
6,500 acres of coal land in Kentucky. In South Chicago 
it maintains a by-products coke plant as well as blast and 
open-hearth furnaces, blooming mills and merchant mills. 
About 40 per cent of the steel production is sold to out- 
side interests and the balance used by the company for 
its own products. In British Columbia a subsidiary owns 
large timber and pulp wood properties along with power 
rights on Vancouver Island. These ‘are some of the 
principal activities that go toward making International 
an integrated company in a very broad sense, and enable 
it to operate at lower costs than would otherwise be 
possible. 

National exports of farm implements declined from 
1929 to 1938 both in dollar value and in relation to total 
sales. Thus in 1929 some 24.7 per cent of total net sales 
of farm equipment were sold for export, while in 1938 
exports in relation to total sales had dropped to 15.3 
per cent. During the depression years this percentage 
had been considerably lower and even in 1937 was only 
11.4 per cent. There are many explanations for this, but 
to a large extent the system of autarchy established in 
many European countries, especially Italy and Germany, 
is largely responsible. This in turn caused many diffi- 
culties in the foreign exchange market of which the 
world at large is well aware. 
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Harvester’s exports totaled $57,960,426 in 1929 and in 
1938 reached a new high of $85,461,000. These exports, 
however, did not represent only farm equipment, but 
included trucks, tractors and other products. Since the 
company does not give a detailed statement of the 
products exported, but includes them all under a singie 
figure it can only be assumed that foreign demand has 
increased for products other than agricultural imple. 
ments. 

Total net sales for the fiscal year ended October 31, 
1938, amounted to $282,361,250, a decline of 19.8 per 
cent from the previous year. Sales to domestic custo- 
mers, however, declined 27 per cent, while those to for. 
eign countries gained 4.6 per cent, compared with 1937. 
Of domestic output tractors, farm implements and trucks 
accounted for about an equal share which together 
amounted to about 91 per cent of the total. The balance 
of 9 per cent consisted of steel and binder twine sales. 
Cost of sales, which includes selling, collection, admin- 
istrative and general expenses as well as wages, amounted 
to 87 per cent of sales. This stands in contrast with the 
year 1937, when these expenses accounted for 70.6 per 
cent of sales and with 1936 when this ratio was 836 
per cent. As a matter of fact in 1936 sales were 917 
per cent under those in 1938, so that the effect of higher 
costs are even more surprising and indicates less effective 
control of them. 


Earnings Trend 


However, a strong reserve position has always been 
one of the cardinal features of this company’s financial 
statements, and a fundamental policy adhered to over 
a period of many years. Thus during periods of excellent 
earnings reserves were set up for collection expenses. 
foreign losses on exchange, receivable losses, fire insurance 
and inventory to mention some of the more important. 
During periods such as 1931, 1932 and 1933 losses in 
inventories instead of being charged to reserves estab- 
lished for this purpose were charged to income, thus 
making the financial position of the company that much 
stronger, though earnings were understated. As a result 
of this policy inventory reserves, as of October 31, 1938, 
totaled $30,000,000, the same as in 1937. Reserves for 
losses of receivables at that time were $25,100,720 and 
$14,056,336 for foreign exchange losses. Other reserves 
were equally ample. 

The present trend of the company’s earnings is per 
haps more clearly discernible by tracing the profit mar- 
gins since 1934, the first year in which sales were reported. 
In that year 2.8 per cent was earned on net sales and in 
the following annual fiscal periods the profit margin was 
as follows: 1935—9.0 per cent; 1936—10.7 per cent; 
1937—9.2 per cent and 1938—6.5 per cent. When con- 
sideration is given to the unusually large reserves mail- 
tained this is a very good showing, and in 1938 resulted 
in earnings of $3.00 on the 4,245,736 shares of common 
stock. This is in contrast to better than double that 
amount earned in 1937, when $6.31 was reported on the 
common. The capitalization is conservative, consisting 
in addition to the outstanding common of only 816,724 
shares of 7 per cent preferred ($100 par) stock and no 
funded debt. Earnings are subject to considerable fluctu- 
ation. This is due to the (Please turn to page 260) 
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New Faetors in American Can 


Milk Container Field Shows Promise But Changed 
Pricing System Tends to Lower Earnings 


BY GEORGE 


Tue container industry, led by American Can, is out 
to aid the milk distributors solve a major problem, and 
incidentally collect a handsome profit at the same time. 
The objective is the reduction of the excessive cost of 
the present home delivery system for milk. As matters 
tand it costs the companies over 5 cents to leave 
aquart of milk on the doorstep every morning. The 
new method calls for the delivery of a two-quart fiber 
paper container and will permit an immediate reduction 
in cost to the consumer of about 114 cents per quart. 
The greater New York area will be the first to be served 
ince American Can has been supplying one-quart con- 
taners to Borden and other dairies in the district for 
store sales. Production of these cartons totaled 200.- 
000,000 units in 1938. Over 500,000,000 quarts of milk 
ae delivered annually to New York homes, and if an 
estimated 200,000,000 quarts, representing the 40 per 
cent of the market that Borden and Sheffield serve, go 
into the new containers, American can would have an- 
other $1,800,000 in sales on its books. Based on the 
recent trend this would mean that the total annual milk 
wntainer sales for the company will be around $5,300,000 
for 1940. 

Contrasted with the estimated total sales volume of 
$180,000,000 for this year, this figure is not impressive. 
Still it is not to be regarded lightly and may well be the 
lorerunner of a considerable expansion in this field. As 
imatter of fact fiber paper container sales are limited 
ght now not by demand but by the ability of the com- 
pany to produce. Building the manufacturing equip- 
ment takes time in spite of the extensive facilities Ameri- 
can Can has to draw on. 

The company is the largest container fabricator in the 
country, accounts for over 50 per cent of total domestic 
output, and sells twice as much as its nearest competitor, 
Continental Can. Fifty plants are operated in twenty 
tates of the Union, Canada, and Hawaii. together with 
‘everal units devoted to the exclusive manufacturing and 
repairing of the complicated machinery used in making 
and sealing cans. Output is divided into two main types 
—packers cans and general line cans. The former are 
used for packaging perishable foods that must be steam- 
treated, while the latter are put to a wide variety of 
tmmercial uses. The largest customers for this type 
ire the oil, paint chemical, beer, drug, and tobacco 
industries. Approximately 50 per. cent of American 
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Can’s production goes to the food packers, which 
gives sales stability since the company is in effect sup- 
plying a vast consumer market with absolute necessi- 
ties. 

Large amounts of tin plate are used in the production 
of containers, and a contract is in force with United 
States Steel under which the can company takes not 
less than 10,500,000 base boxes of 100 pounds each of 
tin plate annually. In 1937 purchases totaled $57,000,000 
for this essential and made American Can the steel cor- 
poration’s largest single customer. Since what is called 
tin plate is actually sheet steel covered with a layer of 
tin less than one-fortieth of an inch thick there is small 
likelihood that this country’s lack of tin deposits will 
ever constitute a danger to the can company. 

It is not generally appreciated that American Can 
is one of the largest manu- (Please turn to page 254) 
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Courtesy American Can Co. 


Re-opening, filling and sealing canco fibre milk containers. 
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Growth by Filling Basie Needs 


PROCTER & GAMBLE 


BY STANLEY DEVLIN 


: ae is the first of a series of discussions embracing a 
group of selected companies—outstanding companies 
companies which have attained a high degree of manufac- 
turing, merchandising and financial proficiency—com- 
panies whose success is firmly built upon that funda- 
mental recipe: supplying a product of basic need, distrib- 
uted and sold at a price which assures mass consumption. 

The first company selected for discussion is Procter & 
Gamble, the largest domestic manu- 
facturer of soap. Doing business for 





has tenaciously retained its pusition as the “head and 
shoulders” company of the soap industry. 

Procter & Gamble soap brands are estimated to ac. 
count for about 40 per cent of all the soap bought an- 
nually in the United States. Lever Bros., and Colgate. 
Palmolive-Peet probably share another 40 per cent of the 
market, leaving the lesser lights to scramble for the 
remaining 20 per cent. 





more than a hundred years, in all that 
time Procter & Gamble has shown a 
loss in only one year. In the fiscal 
year which ended last June, the com- 
pany reported larger earnings than in 
the fiscal year which ended June 30, 
1929. Dividends have been paid to 
common stockholders in every year 
since 1891. With this background, 
the company’s shares are justly enti- 
tled to the high investment regard in 
which they are held. 

Behind this record lies the signifi- 
cant fact that the average person in 
the United States uses about twenty- 
three pounds of soap annually. The 
supplying of this basic need profitably 
supports three major industrial enter- 
prises—Procter & Gamble and its two 
principal competitors, Colgate-Palm- 


since 1929. 
in 1929. 


dends regularly. 


three years. 


The companies covered in this 
series of articles starting herewith are 
outstanding because— 


1. They earned money every year 
2. They earned more in 1939 than 
3. They have been paying divi- 
4. As a group they will pay 50 per 


cent more this year than in 1929. 


5. They are selling considerably 
below their highs of the last two or 





olive-Peet Co., and Lever Bros. 

But not only is soap an essential, everyday commodity, 
it is an inexpensive one which even the most limited 
family budget will support without strain. As a conse- 
quence the soap industry enjoys a considerable measure 
of immunity from recurring business depressions. That 
it is not entirely immune is due to conditions involving 
raw materials and prices, but not consumption. 

In an industry thus favcred, it is hardly surprising 
that no little competition has been attracted. In addi- 
tion to the three leading companies already mentioned, 
there are scores of local manufacturers, not to mention 
several of the leading meat packing companies and num- 
erous private brands retailed by large department stores 
and grocery chains. Withal, however, Procter & Gamble 
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Leaving aside the advertised claims 
made for the various competing 
brands of soap, all of which would 
probably do a good job of keeping us 
clean, the important question (to the 
investor, at least) is what does Proe- 
ter & Gamble have “on the ball” that 
has enabled it to garner the lion's 
share of the soap business and hold on 
to it against what everyone who reads 
a magazine or newspaper or listens to 
the radio knows must be very spirited 
competition? 

To the extent that the difference 
between one brand or another is large- 
ly a matter of taste and preference, 
the soap industry is much like the 
cigarette industry and, much like the 
cigarette industry, the leading soap 
manufacturers also rely heavily upon 
large scale national advertising to de- 
fend their competitive standing. Proc- 
ter & Gamble is reliably reported to 


spend some $15,000,000 annually to advertise its princi 
pal products and is one of the largest advertisers in the 


country. 


Lest advertising alone seem a too unstable 


basis, let it be said that the company has developed a 
most efficient system of sales and distribution, the con- 
pany engages in extensive research activities, and it has 
sponsored scores of new merchandising ideas, the success 
of which may be gathered by the extent to which they 
have been copied. And finally Procter & Gamble’s lead: 
ership is not a recent phenomenon, but a position which 
it has held for many years. Even if it is conceded that 
the leader is usually more vulnerable to competition than 
the runners-up, until there is more definite evidence té 
indicate that its position is being seriously challenged, 
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wich vulnerability must be set down as being more ap- 
parent than real. 

To the average person Procter & Gamble is immedi- 
ately identified with Ivory Soap. Actually the company 
and its foreign subsidiaries account for 140 brands of 
wap—cakes, flakes, liquid and powder. Moreover the 
company manufactures some 50 non-soap products mai- 
teted under various brand names. In addition to the 
well known Ivory brand, there are included among the 
company’s largest sellers, P and G White Naphtha, a 
undry soap, and a granulated soap, Oxydol. Other 
wap products include Camay, Chipso and Drene, the 
latter a hair shampoo. The company’s line of cotton- 
ved oil shortenings is headed by the well known Crisco 
brand and an extensive list of by-products includes glyc- 
arin, cattle, fodder, cotton linters and paper pulp. 

Of the company’s total sales in a normal year, soap and 
wap products are estimated to account for two thirds. 
Of the balance, shortenings are the biggest item, with 
Crisco probably accounting for about 15 per cent. The 
latest addition to the company’s line is a liquid dentrifice, 
Teel. The company is promoting this new product on 
its customary large scale, but the potentialities in a field 
already overcrowded cannot yet be gauged. 

To manufacture 1,200,000,000 pounds of soap annually. 
tosay nothing of the company’s lesser products, raw ma- 
terials to the tune of $90,000,000 or $100,000,000 must be 
purchased. This presents an inventory problem of no 
mean proportions. Procter & Gamble is the largest 
domestic consumer of cotton-seed oil, accounting for 
about 20 per cent of the annual production. The com- 
pany also, through a subsidiary, the Buckeye Cotton Oil 
(o., is the largest producer of cotton-seed oil. Other raw 
materials include caustics, pumice, soy beans, rosin, 
copra, a number of animal and vegetable oils and various 
essential perfume oils. Large quantities of meat 
are also required. 


tallow 


Inventory Control a Vital Factor 


Ina normal year the cost of this imposing array of raw 
materials will account for some 50 per cent of the com- 
pany’s total manufacturing costs, bulking heavier than 
any other item. Labor costs are comparatively small, 
averaging from 10 to 13 per cent, while selling, advertis- 
ing, distribution and administrative costs account for 
another 35 per cent. Many of the various commodities 
making up Procter & Gamble’s inventory are subject to 
volatile price fluctuations, a condition which constantly 
ests the acumen of the company’s purchasing division, 
and on numerous occasions price changes in the inventory 
account have had a salutary effect upon earnings. 

In 1921, the only year in which a deficit was shown, the 
company had an actual operating profit of some $3.700.- 
000 but the severe post-war decline in commodity prices 
necessitated an inventory write-down of more than $18,- 
000,000, resulting in a final deficit of $14,500,000. It may 
bea surprise to many 
icake of soap or a box of soap flakes is not fixed at 5, 10, 
15 cents. Prices are raised when the price of raw mate- 
tals is rising and lowered when raw material prices are 
declining. With soap prices adjusted to reflect the pre- 
tailing cost of raw materials regardless of the actual cost 
'o the company of the raw materials, it can be readily 
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Courtesy Procter & Gamble 


seen that in some years a sizable inventory “profit” migl:t 
result; in others large losses would be shown. 

In recent years, many companies have adopted various 
methods in handling their inventory, designed to iron 
out the effects of fluctuations in the price of raw mate- 
rials upon earnings. In 1935, Procter & Gamble set aside 
$4,000,000 out of earnings and established a Material and 
Products Price Equalization Reserve. An additional 
$700,000 was added the following year. This reserve 
stood the company in timely stead i in the fiscal year 
ended June 30, 1938 

It will be recalled that in the last half of 1987 com- 
modity prices suffered a precipitate decline, requiring the 
company to write-down inventories to the extent of 
$3,800,000 and to draw on its inventory reserve to the ex- 
wat of $4,000,000. Again in the 1939 fiscal year the 
company was compelled to make an inventory write-down 
of $2,500,000 and transferred to income account the bal- 
ance of $700,000 from the inventory reserve. With the 
inventory reserve exhausted, and with no official intima- 
tion as to what the inventory policy will be in the future, 
an element of some uncertainty is admittedly introduced 
into the earnings prospect. It would appear, however. 
that the threat of serious inventory losses is mitigated ty 
some extent by two considerations: (1) commodity prices 
as a whole following their brief flurry after the outbreak 
of war have since reacted and in recent weeks the trend 
has been more responsive to supply demand-factors than 
the fear of serious shortages and (2) if the war is pro- 
tracted commodity prices inevitably will rise. If the lat- 
ter occurs, it is probably safe to assume that Procter & 
Gamble will allot a good portion of inventory “profits” to 
reestablishing a reserve. In the meantime the company is 


threatened with no immediate shortage of vital raw mate- 
rials, having assured itself of an adequate supply prior 
to the outbreak of the war. 


(Please turn to page 256) 
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ALLIED STORES CORP. 








ALLIED STORES 





1938 


1939 


BUSINESS: Organized and operating chiefly as a holding company, 
Allied. controls 31 medium priced department stores. Most are located 
in cities of considerable size such as Boston, Minneapolis, Cincinnati, 
Seattle, Baltimore, St. Paul and Akron. In addition about 27 subsidiary 
units are operated in western Pennsylvania, Oregon, Idaho, Colorado 
and Utah. Merchandise handled consists largely of medium and higher 
priced lines. In 1928 company was incorporated as Hahn Department 
Stores, Inc., but after effecting a recapitalization in 1935 adopted its 
present title. 


FINANCIAL POSITION: Outstanding obligations consist of $12,242,- 
178 long term real estate obligations and in addition $6,267,640 of 
funded debt. Junior to these claims are 232,001 shares of 5 per cent 
cumulative preferred stock ($100 par) and 1,808,153 shares of (no par) 
common stock. As of January 31, 1939, current assets totaled $35,127,- 
812; cash, $4,034,161 and current liabilities, $7,281,890. Working capi- 
tal ratio stood: 4.8 to |. Neither inventories nor receivables were 
greatly changed from the preceeding year. Profit margins in the last 
two years have been something less than 3 cents per $1 of sales, which 
is not very impressive. 


OUTLOOK: Since medium and better class of merchandise is featured, 
business of this company depends upon a reasonably high level of con- 
sumer purchasing power. This would also necessitate maintenance of a 
high level of industrial activity over a considerable period of time in 
order that satisfactory earnings might be shown. With the Christmas 
buying season now underway and favorable earnings should improve 
for the final six months of this year. 


MARKET ACTION: Allied Market Allied’s moves in 
Stores verage relation to average 
37 high to '38 low..... 80% decline 64% decline 25% wider 


'38 lowto '38high....... 220% advance 16% advance 190% wider 
"38 high to '39 low...... 55% decline 34% decline 61% wider 
"39 low to '39 high..... 90% advance 44% advance 104% wider 


Average volatility on four moves 70% greater than M. W. S. index of 316 common 
stocks. 


COMMENT: Recent price—I0. Follows market and merchandising 
group and gives considerable percentage play on invested capital, with 
opportune timing essential. 


Ten Year Record 


Net Sales Net Income Net Per Price 
Year (millions) (millions) Share Dividends Range 
1930(1) $112.2 $4.0 $1.85 23%4- 6 
1931(1) 104.9 2.5 -71 Wq- 1% 
1932(1) 90.4 d .3 d1.31 4"%- Ve 
1933(1) 70.8 43.7 d3.79 9- 11% 
1934(1) 70.8 -02 d1.69 BY%4- 31 
1935(1) 82.0 1.1 d .19 9 -3% 
1936 89.9 1.5 -30 20%e- 65/4 
1937 103.3 3.4 1.34 -20 21%e- 61, 
1938. 107.5 2.9 96 13%- 41% 
1939... 103.2 2.2 59 1134- 6 
3 mos. ending: 
April 30, 1939. 23.5 2 .06 ae 1136+ 7% 
July 31, 1939... 23.4 d .1 d .22 ‘ 10 -6 


(1) Figures to and including 1935 are for Hahn Dept. Stores, Inc. 
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COMMERCIAL SOLVENTS CORP. 





COMMERCIAL SOLVENTS 


ipl! a 
HL, ft Iijuavits | 


1939 


BUSINESS: One of two dominant factors in the ethyl alcohol field 
and has been the largest producer of Butano! and related industrial 
solvents for many years. Has large capacity for fermentation of grain 
alcohol, which has outlet in liquor trade, and in addition produces and 
sells Bourbon and rye whiskies in bulk. Large consumers of butyl alcohol 


| include automobile, paper, rubber and textile industries. In 1938 further 


extension into chemical field was undertaken with construction of plant 
for production of nitrated petroleum hydrocarbons known is nitro- 
paraffins, which are believed to have commercial possibilities. 


FINANCIAL POSITION: As of December 31, 1938, current assets 
totaled $15,708,555; cash, $2,684,248, and current liabilities, $1,992,229 
thereby making the working capital ratio 7.9 to |. Inventories of 
$7,886,438 were $5,064,656 lower than in the previous year, while receiv. 
ables gained by $3,203,382. Cash on hand was slightly greater than 
the year before. Entire capitalization consists solely of 2,636,878 shares 
of (no par) common stock. There were, however, $2,000,000 in bank 
loans outstanding. 


OUTLOOK: Principal raw materials consist of molasses and corn. 
Reasonable price for the latter should work toward improvement in 
earnings, though price of molasses is relatively more stable. Introduc- 


| tion of new products indicates a progressive policy on part of manage: 


ment. Alcohol is used in munitions and any indication of a long drawn 


| out war should aid earnings potential of this unit. 


| MARKET ACTION: Commercial Market Solvent’s moves in 

| jolvents verage relation to average 
‘37 high to '38 low. 72% decline 64% decline 12% wider 
*38 low to’'38 high...... 100% advance 16% advance 240% wider 
‘38 high to '39 low....... 33% decline 34% decline 1% narrower 
*39 low to '39 high 87% advance 44% advance 98% wider 


a volatility on four moves 87% greater than M. W. S. index of 316 common 
stocks. 

COMMENT: Recent price—I2. This stock is largely a specialty issue 
and does not necessarily move in conjunction with the rest of the market. 
Has highly volatile characteristics at times depending on economic 
developments within the company. 










Ten Year Record 

Oper.Pro. NetIncome Net Per Price 

Year (millions) (millions) Share Dividends Range 

| 1929 $4.4 $3.6 $1.51  (1)$8.00 (3963 -20% 

1930 2.9 2.7 1.07 (2) 1.00 38-14 

| 1931 2.0 2.1 -84 1.00 21"h- Oh 

1932 9 1.2 51 .60 13% 3h 

1933 2.2 2.3 88 -60 5714-9 

1934 2.3 2.3 89 .60 3654-154 

| 1935 3.6 2.7 1.02 85 237-16 

| 1936 2.8 2.2 .85 -80 245/o=14'h 

1937 mm 1.9 1.5 .60 .60 21% 5 

ree 6 d.3 4.11 1214- Sh 
3 mos. ending: 

March 31, 1939 2 .08 1334-10 

June 30, 1939... 2 .09 113%4- 

Sept. 30,1939... 4 .18 16 - %h 








In addition 4% in stock paid tin 1929. (2) Addi- 
(3) New stock. 


(1) Stock split 10 for 1. 
tional 4% stock dividend. 
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BUSINESS: 
boats for the United States and foreign governments... Boats are built 
under company's patents under the supervision of its technical staff. 
Also constructs motor boats and manufactures Diesel engines, dynamos 
and a large quantity of interior equipment for the vessels which its sub- 
sidiaries contract. Elco Works at Bayonne, N. J., a subsidiary, makes 
pleasure craft under the trade name “Elco" Motor Boats. The New 
London Ship & Engine Works builds submarines as well as Diesel engines. 


FINANCIAL POSITION: 
shares of ($3 par) common stock. As of December 31, 1938, current 
assets totaled $7,292,443; cash, $3,468,612 and current liabilities, $564,- 
516. Working capital ratio stood: 12.9 to |. Though inventories 
amounted to $1,285,517, a reduction of only $307,043, accounts receiv- 
able expanded considerably over the previous year amounting in all 
to $2,216,797, an increase of $664,631. Reserves for refunds called for 
by the Vinson Act and for additional construction costs increased by 
$1,650,908 to a total of $2,890,688. 


QUTLOOK: On May 26, 1939, company was sole bidder for construc- 
tion of four new submarines for the U. S. Navy. In June, 1939, was 


awarded contract by Navy Department for three 1,475-ton submarines | 
to cost $2,937,000 each, and one 700-ton submarine to cost $2,797,000. | 


During 1938 received an order for three submarines making a total of 
eight in construction at the end of that year. Delivery of three subma- 
tines in 1938 enabled company to increase gross 27 per cent. Sharp 
increase in reserve charges for Vinson Act refunds limits net income. 
Continuance of present unsettled international situation should work 
to continued benefit of this company. 

a rm Market 


MARKET ACTION: 
oat Average 


'37 high to"'38"low 62% decline 64% decline 
‘38 low to '38 high 154% advance 16% advance 
‘38 high to '39flow 44% decline 34% decline 29% wider 

'39 low to '39 high 113% advance 44% advance 156% wider 
cranes volatility on four moves 73% greater than M. W. S. index of 316 common 
stocks. 


Electric Boat's 
moves in rel. to av. 


3% narrower 


112% wider 


COMMENT: Recent price—I6. Specialty stock, which is likely to be 
influenced greatly by daily news and fluctuates somewhat independently 
of the general market. Is subject to wide swings. 


Ten Year Record 
Gross Net 


Revenue Income 
Year (millions) (millions) Share Range 


1999 (1)$2.7 $3.56 185%4- 3% 
1930 g d1.0 2 9%- 2g 
1931 x 1.1 E 4h- % 
1939 5 -004 i 2h- 
1933 A .03 A 814- 
1934 E 3 P T- 3 
1935 x 4 é 143%4- 3% 
1936 : 3 1794-10 
1937 : is : ‘ 16 - 3% 
1938 z 5 151%4- 6 


(1) Including $3,073,963 award ‘received in settlement of claim against 
ermany for use of patents. 
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Net per Price 


Dividends 





| 


Principal activity is construction of submarine torpedo | 


| with 39 retail outlets in all. 
| store type with most of the sales being made for cash. 
Entire capitalization consists of 752,726 | 
| funded debt outstanding followed by 22,750 shares of 7 per cent cumu- 
| lative ($100 par) preferred and 301,846 shares of (no par) common 
| stock. Most recent balance sheet shows current assets, $5,663,188; cash, 


| months sales gain was 5.1 per cent. 
| greater volume is the final determinant of profits. 


| MARKET ACTION: 





| stocks. 
| COMMENT: Recent price—l3. Generally moves in conjunction with 
| department store shares, but is definitely not a leader of this group 
| in quality. 
| are opportunely timed. 


| 1933(2) 21.9 


INTERSTATE DEPARTMENT STORES, INC. 
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BUSINESS: Present organization was formed in 1928 to acquire stocks 
of 22 companies operating 23 department stores, each in a different 
city. Since that time additional properties have been obtained. About 
three-fourths of the stores are located in the states of Indiana, Illinois, 
Michigan, New York, Ohio, Pennsylvania and Wisconsin, with others in 
New England and the southern states. Merchandise sold is low priced 
Stores are more of variety than department 


FINANCIAL POSITION: Finances appear sound with $494,719 of 


$1,710,742; current liabilities, $1,354,205. Working capital ratio, 4.2 to |. 
Variations in cash, receivables and inventories were unimportant in com- 
parison to the previous year, though profit and loss surplus was reduced 


| during the year by $227,430. 


OUTLOOK: Sales volume depends largely on consumer purchasing 
power, and with large proportion of stores in the Middle West and 
East, activity and prosperity in both agricultural and industrial com- 
munities have major influence on volume. During October sales ran 
8.2 pe rcent ahead of the same month last year, while for the first nine 
Ability to control costs and obtain 
With the Christmas 
shopping season now getting under way the best part of the year for 
this company is approaching. 

Market 
Interstate Average 
37 high to '38 low 83% decline 64% decline 
'38 low to '38 high 195% advance 16% advance 
*38 high to '39 low 56% decline 34% decline 65% wider 
*39 low to '39 high. . 87% advance 44% advance 97% wider 
a volatility on four moves 84% greater than M. W. S. index of 316 common 


Interstate’s movein 
relation to average 


19° wider 
156% wider 


Has much above average speculative merit when purchases 


Ten Year Record 
Net Per 


Net Sales Net Income Price 


Year (millions) (millions) Share Dividends Range 
192%1) $25.5 $1.1 $3.89 $1.50 9314-254 
1930(1) 21.7 ‘ 2.03 2.00 40 -14% 
1931(1) 25.2 ; 1.75 21%- 8 
1932 11 - 1% 
d3.77 BY¥g- 1% 
1934(2) 21.3 . -06 165%- 3% 
1935(2) 23.5 , 1.48 16%2- 8% 
1936(2) 23.9 ; 1.24 37%g-10% 
1937(2) 28.0 ‘ 3.23 361- 8% 
1938(2) 26.9 a -65 18 - 6% 
1939(2) 23.7 d.69 14%4- 7% 


6 mos. ending: 
July 31, 1939 d.01 d.67 


(1) Fiscal years ended ie, ' 31. (2) Fiscal years ended Jan. 31. 


/humbnall Stock, 


1454- 8% 









NATIONAL TEA CO. 


NATIONAL TEA 
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BUSINESS: Founded in 1899 with an initial investment of $5,400 this 
company has grown through acquisition of other units until today it 
operates a total of 1,077 units of grocery and combination meat and 
grocery stores. Some 470 of these stores are of the combined type. 
A number of the stores are operated under the Piggly-Wiggly self- 
service system. Store locations are as follows: 793 units in Illinois, 38 in 
lowa, 112 in Minnesota, 13 in Indiana, 9 in Michigan, 14 in North 
Dakota, 8 in South Dakota and 116 in Wisconsin. Owns some 204 of 
its store properties as well as warehouses, garages and factories. 


FINANCIAL POSITION: Except for $513,750 in real estate notes due 
in 1947, capitalization consists of 145,757 shares of 5!/, per cent 
($10 par) cumulative preferred stock and 622,650 shares of (no par) 
common stock. Because of higher operating costs earnings have not 
been satisfactory during the past two years. Both in 1938 and 1937 
each $1.00 of sales resulted in a loss of $0.02, whereas even in 1936 
there was $0.36 earned per $1.00 of sales. Current assets, as of Decem- 
ber 31, 1938, amounted to $5,698,740; cash, $1,354,251, while current 
liabilities totaled $2,683,910. Working capital ratio stood 2.1 to |. 


OUTLOOK: Adverse chain store legislation has undoubtedly injured 
earnings, while higher labor and other costs have increased overhead. 
Peak of anti-chain legislation appears to be past, so that some improve- 
ment is warranted depending upon how efficiently management is able 
to install economies. In the first 44 weeks of this year sales increased 
only | per cent. 


MARKET ACTION: National Market Nat'l Tea’s moves 
ea Average in relation to avge. 

‘37 low to '38 high.... 82% decline 64% decline 28% wider 

*38 low to '38 high...... 100% advance 76% advance 31% wider 

38 high to '39 low....... 45% decline 34% decline 32% wider 


39 low to '39 high....... 104% advance 44% advance 136% wider 
papa volatility on four moves 57% greater than M. W. S. index of 314 common 
stocks. 


COMMENT: Recent price—4. Formerly a leading chain store stock 
it is now more independent of the general market. Should be considered 
now in the specialty category. 


Ten Year Record 


Net Sales Net Income Net Per Price 
Year (millions) (millions) Share Dividends Range 
1929 $90.2 $2.7 $3.89 (1)$2.1214 9134-311, 
1930 85.2 1.2 1.71 1.78 4174-13 
1931 76.6 7 99 1.00 24- 6% 
1932 65.6 8 1.30 -70 10%- 3% 
1933 64.9 1.1 1.70 -60 27 - 6% 
1934 62.7 4 -62 .60 1834- 9 
1935 63.0 3 38 -60 1134- 81%, 
1936 62.4 2 «23 -60 1214- 77% 
1937 62.1 d1.3 d2.36 -30 121f4- 3 
1938 55.5 d 9 d1.71 Aio- 21 
12 weeks ending: 
March 25, 1939 Sone d .1 d .21 4%4- 3 
June 17, 1939... d .2 d .42 334- 2% 
Oct. 7, 1939... d 3 d .55 3%- 2% 


(1) Includes $1 paid prior to 4 for 1 split; after which initial 371 cents was 
paid April |, 1929. 
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BUSINESS: A leading manufacturer of all types of machinery, equip. 
ment and supplies required in the oil, gas well and pipeline industries, 
Products include drilling machines, gasoline and Diesel engines. 


FINANCIAL POSITION: Plan for the consolidation of Spang Chalfant 
and National Supply became effective in October, 1937, and company 
was recapitalized at that time. Present capitalization consists of $5,608, 
000 funded debt owed by Spang Chalfant & Co.; 226,404 shares of 
($100 par) 5!/2 per cent cumulative convertible preferred stock; 64,687 
shares of 6 per cent cumulative non-convertible preferred; 279,548 
shares of $2 ten-year cumulative convertible preferred ($40 par) and 
1,155,517 shares of ($10 par) common stock. The 5!/. per cent pre- 
ferred is convertible into 2!/, shares of common stock on or before 
October |, 1943; or into 2 shares of common on or before September 
30, 1947, and thereafter is non-convertible. The $2 convertible preferred 
is convertible into common stock share for share any time prior to 
October I, 1947. Working capital ratio, as of September 30, 1939, 
stood 5.9 to I. 


OUTLOOK: Company sold banks an issue of $2,500,000 notes on July 6, 
1939. Depends for business volume on activity in oil and gas fields, 
and in view of the large domestic supply of petroleum this is not prom- 
ising at present. However, enforcement of proration stimulates new 
drilling and thus increases business of this unit. It would appear likely 
that capitalization would be simplified whenever opportunity for accom- 


plishing this is offered. 
MARKET ACTION: Market 


Nat'l Supply's 
Average 


moves in rel. to av. 


National 
upply 


‘37 high to '38 low... 70% decline 64% decline 94% wider 
*38 low to '38 high... 84% advance 76% advance 10% wider 
‘38 high to '39 low.. 54% decline 34% decline 37% wider 


*39 low to '39 high... 179% advance 44% advance 307% wider 


aaa volatility on four moves 112% greater than M. W. S. index of 316 common 
stocks. 


| COMMENT: Recent price—l0. With far greater than average vola- 


tility, this stock to some extent moves independently of the general 
market, though it is very likely to accompany the general trend in 
the oil shares. 


Ten Year Record 


Gross Income Net Income Net PerCom. Price 

Year* (millions) (millions) are Dividends Range 
1929... $10.3 $3.7 $11.48 $5.60 144 -981h 

1930.. 13.5 2.6 4.95 5.00 1243/4-60 

| ee 2.8 d4.4 d14.49 2.25 7014- 5 
| ee 2.2 d3.8 d14.63 13 - 3% 

| 3.1 d2.8 d12.44 285,- 4 

1934......... 7A d 1 d 3.36 2114-10 

4935... 55.. 8.4 6 d 1.29 20%- 9 
En 12.9 3.4 6.06 : 7514-198 
a 19.0 7.8 (2)4.96 (2) .50 (2)4134-17% 
1938 (1)52.7 1.2 (2)d.79 23 -12% 

| 3 mos. ending: 

| Mar. 31, °39(1). . 10.8 d .2 d.68 15th- 8h 
| June 30, '39(1).. 11.6 d .3 d.75 91%4- 614 
Sept. 30, '39(1). 13.7 3 d.17 141/4- 56 


(1) Net sales. (2) Based on present new eaptedinntios. 
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Low Price Stocks 


THE OTIS STEEL CO. 


OTIS STEEL 
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BUSINESS: A small light steel producer, this organization makes almost 
aclusively sheets and plates as well as hot and cold rolled strip. 
Midland Steel Products Co. purchases about one-fourth of Otis output. 
foth Otis and Midland are primarily dependent upon orders from the 
automotive industry, which accounted for from one-half to two-thirds 
of total dollar sales in recent years. Company purchases its iron ore, 
limestone and coal from outside sources, but has its own pig iron 
making facilities. Located at Cleveland, Ohio, it is in a position to 
asemble raw material requirements on an economic basis giving con- 
sideration to the fact that it does not control them. 


FINANCIAL POSITION: Capitalization consists of $14,106,000 first 
mortgage 4!/> per cent bonds, 137,515 shares of $5.50 cumulative con- 
vetible preferred stock and 915,829 shares of (no par) common stock. 
Preferred stock is convertible into common on following basis: at $33 1/3 
per share of common for each $100 preferred, or 3 for |, through 
December 15, 1940, and thereafter at $40 per common share through 
December 15, 1946, when conversion privilege expires. Current assets 
totaled $9,950,907, as of December 31, 1938, cash, $3,608,734, and 
current liabilities, $1,696,576. Working capital ratio was 5.9 to |. 
Profit margins have been fairly satisfactory during recent good years. 


OUTLOOK: Nature of steel industry makes for earnings largely influ- 
enced by cyclical fluctuations. Fact that major portion of sales are 
made to automotive industry makes company heavily dependent upon 
this source, and considerable price competition met in obtaining this 
business makes any forecast of future earnings difficult. 


MARKET ACTION: Market Otis’ moves in re- 
Otis Average lation to average 

'‘3Thigh to '38 low....... 73% decline 64% decline 14% wider 

38 low to '38 high... 148% advance 716% advance 95% wider 

‘high to '39 low...... 53% decline 34% decline 55% wider 

‘39 lowjto '39 high. 113% advance 44% advance 90% wider 


we volatility on{four™ moves{63°%, greater than M. W. S. index of 316 common 


COMMENT: Recent price—I2. Highly speculative and at times lags 
behind steel group, though in an active and strong steel share market 
this stock has wide percentage swings. 


Ten Year Record 


NetSales Net ’ncome Net Per Price 
Year (millions) '{(millions) Share Dividends Range 
1999 $32.4 $3.6 $3.41 $.621/ 55-22%, 
1930 20.6 8 -80 2.50 38%- 9% 
1931 13.5 41.5 d2.83 16%- 3% 
1939 6.7 d2.8 4,32 9%4- 1% 
1933 13.2 d1.5 2.75 ar 9%4- Ye 
1934 16.7 5 d .29 ae 8 - 3% 
1935 22.7 2.2 1.69 1T3f- 4% 
1936. . 28.8 1.9 1.30 2034-12 
1937... 31.9 2.3 1.71 245- 61g 
Ln 13.7 d1.2 d2.17 1514- 6% 
3 mos. ending: 
March 31, 1939 1 d .01 15 - 8% | 
June 30,:1939,. d .4 d .68 10 - 7% 
Sept. 30, 1939... d 1 d .41 16 - 7% 
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| and southwestern sections of the United States. 





| MARKET ACTION: 





(contd) 





PURITY BAKERIES CORP. 
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BUSINESS: A leading maker of bread and cake, this company through 
its subsidiaries serves markets throughout the eastern, central western 
Included in the prod- 
ucts made are Taystee, Purity and Sweetheart brands of bread, as well 
as cakes and cookies such as Grennan cakes, of which there are over 
fifty varieties. 


FINANCIAL POSITION: Capitalization as of December 31, 1938, 
consisted of $5,381,000 funded debt and 771,476 shares of (no par) 
common stock. There were options outstanding entitling officers and 
employees to purchase 19,500 shares of common at $18 and 2,000 
shares at $20.50. Right to exercise the options extends to December 31, 
1941. Financial position is sound with current assets $4,162,958; cash, 
$2,869,490; current liabilities, $1,547,882. Inventories last December 31 
amounted to $933,335, reduction of $370,357 from year before, while 
cash had increased $951,360 in same period. Ratio of current assets 
to current liabilities stood 2.7 to |. 


OUTLOOK: Profits depend largely on reasonable prices for wheat and 
stable selling prices for bread. Sales volume in bread is relatively stable. 
Purity, however, has the additional feature of selling cookies and cakes, 
which have their greatest appeal during periods of improved consumer 
purchasing power when the ''staff of life’ is passed over in preference 
for more tasty products. Thus during periods of prosperity it is not 
surprising that this company should do better than the average bakery, 


| while during a depression the luxury division of the business is likely 


to witness a decline in sales. 


Market Purity’s moves in 

Purity Average relation to average 
‘37 high to '38 low...... 70% decline 64% decline 8% wider 
'38 low to '38 high....... 114% advance 716% advance 50% wider 
‘38 high to '39 low...... roi decline 34% decline 11% wider 
*39 low to '39 high....... 74% advance 44% advance 68% wider 


ea volatility on four moves 34% greater than M. W. S. index of 316 common 
stocks. 


| COMMENT: Recent price—l6. Stock has recently done considerably 


better than average for baking group. Moves largely on its own merits 


| with considerable disregard for the general market. 


Long Term Record 


Net Sales NetIncome Net Per Price 
Year* (millions) (millions) Share Dividends Range 
1930.... $4.1 $5.13 $4.00 8874-36 
1934... 1.7 2.14 3.00 551/4-10% 
1932 od 45 1.25 15%- 4% 
1933. PY 96 1.00 255%- 5% 
1934 B 27 1.00 1934- 8% 
1935.. d.2 d.33 1.00 1T94- 8% 
1936 $35.1 6 .89 1.00 2014- 9% 
1937. 38.9 4 -60 .60 23%4- 5% 
1938 ; 36.4 1.1 1.52 1.00 1514- 7 
16 abe ending: 
April 22, 1939. 3 58 005 16144-10%4 
July 15, 1939 F -63 25 17%e-11% 
Oct. 7, 1939.. ‘ 3 .45 25 1814-12% 


* Based on 52 week year. 






STUDEBAKER CORP. 


Ten Fast Moving Low Price Stocks (cont'd) 


WHITE MOTOR CO. 
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BUSINESS: With a capacity for 150,000 motor vehicles annually 
this company makes medium to low priced automobiles as well as small 
light trucks. In 1939 placed on market two lines of cars consisting of 
the "Commander Six" priced at $875 to $965 and the "State President" 
priced at $1,035 to $1,460. A new six-cylinder car, the “Champion,” 
priced from $660 and up, was introduced in April, 1939, which marks 
entrance into low price field. Commercial cars made include !/2-ton 
to 5-ton capacity such as funeral cars, ambulances, busses and suburban 
cars. Manufacturing activities are conducted at South Bend, Indiana. 
In May this year some 227 new passenger car dealers were signed up 
thereby bringing total in United States to 2,500. 


FINANCIAL POSITION: Capitalization outstanding is $6,490,645 
funded debt and 2,212,792 shares of ($1 par) common stock. Current 
assets totaled $17,348,871, as of September 30, 1939, cash alone 
amounted to $9,783,151, an increase of $2,570,072, while current 
liabilities were $7,625,645. Working capital ratio was 2.2 to |. Inven- 
tories were about $1,000,000 lower than a year before and accounts 
payable had increased by approximately the same amount. 


OUTLOOK: On October 20, 1939, the French Government placed an 
order with this company for trucks, understood to amount to 2,000 in 
all, though this number is unofficial. Deliveries of passenger cars and 
trucks in October totaled 9,866, the largest for any October in the com- 
pany's history, and compares with 6,451 units in October, 1938. For the 
first 10 months of this year deliveries totaled 71,813 compared with 
35,509 in the same part of 1938, a gain of 102 per cent. Company faces 
terrific competition from the "Big Three" automotive manufacturers, so 
that its long-term outlook is difficult to forecast, though the immediate 
future looks better than it has for some time. 


MARKET ACTION: Market Studebaker’s 
Studebaker Average moves in rel. to av. 

'37 high to '38 low 82% decline 64% decline 28% wider 

38 low to '38 high 161% advance 16% advance 112% wider 

'38 high to '39 low 78% decline 34% decline 129% wider 

39 low to '39 high 96% advance 44% advance 118% wider 


Average volatility on four moves 97% greater than M, W. S. index of 316 common 
stocks. 
COMMENT: Volatility of this issue is great and speculative hazards 
proportionately large. Continuance of the European war might result 
in sufficient business to enable this company to show surprisingly good 
earnings in which event the shares, though highly speculative, could sell 
substantially higher. Introduction of new low-priced car might also lead 
to favorable potentialities. 


(1) Long Term Record 


Net Sales Net Income Net per Price 
Year (millions) (millions) Share Dividends Range 
1935 $33.8 d$1.9 d$.92 103%4- 21% 
1936 68.9 2.1 1.01 1556- 91 
1937 70.6 8 .37 20 -3 
1938 43.7 41.7 d .80 Ih- 3% 
3 mos. ending: 
March 31, 1939 15.0 -05 -03 BIh- 65/2 
June 30, 1939. 22.8 ot .32 Tih- 5% 
Sept. 30, 1939 16.0 d 4 d .18 If- 6% 


(1) Reorganization Plan confirmed Nov. 1, 1924. 















BUSINESS: The "Indiana" line of this leading truck manufacturer con- 
sists of trucks of I'/p to 2 tons capacity, while the “White” trucks range 
from | ton to 10 tons capacity, which include streamlined models and 
cab-over-engine type. Makes motor busses and coaches, which are 
used extensively for inter-urban and municipal transportation services, 
and accommodate from 1|5 to 40 passengers. Company relinquished its 
control of Studebaker in 1935 and resumed its independent status at 
that time. Approximately 65 per cent of sales are made through numer. 
ous factory branches, the remainder by dealer organization, which in- 
cludes some foreign outlets. Two new light-weight busses for transit 
and highway usage selling in low-price field were introduced in May 
this year. 


FINANCIAL POSITION: — Entire capitalization consists solely of 
625,000 shares of ($1 par) common stock since $389,000 in funded debt 
outstanding in 1937 has been retired. Current assets, as of June 30, 
1939, amounted to $14,658,340; cash, $773,968 and current liabilities 
$2,889,199. Working capital ratio stood: 5 to |. Notes payable to 
banks increased from a year previously by $500,000 to a total of 
$1,000,000. Notes receivable gained over $600,000, while cash declined 
by $766,970. Accounts payable for current expense increased from 
$575,112 to $1,043,228, or by $468,116. 


OUTLOOK: In August, 1939, order for 274 scout cars for United 
States Army was received entailing sum of $1,600,000. In October the 
French Government is reported to have placed an order for from 1,500 
to 2,000 trucks for delivery January |, 1940. Recent announcement 
stated that a new air-cooled rear-engine drive chassis was to be 
introduced. Company is in a position to benefit from war orders. 


MARKET ACTION: White Market White’s moves in 
Motor Average relation to average 
‘37 high to '38 low 81% decline 64% decline 26% wider 
38 low to '38 high 150% advance 76% advance 97% wider 
‘38 high to '39 low 54% decline 34% decline 59% wider 
'39 low to '39 high 125% advance 44% advance 184%, wider 


Average volatility on four moves 91% greater than M. W. S. index of 316 common 
stocks. 
COMMENT: Recent price—i4. Generally unsatisfactory earnings 
record in the past precludes considering these shares in anything less 
than a highly speculative light. Does not necessarily move with the 
motor share group as a whole. 


Ten Year Record 


Net Sales Net income Net per Price 
Year PET Hmillions) (millions) Share Dividends Range 
1929 $48.6 $2.5 $3.18 $1.25 53-27% 
1930 36.5 d .4 d .59 2.00 43-21% 
1931 23.5 d3.2 d4.98 50 2614- Th 
1932 17.1 d3.6 d5.79 5.00 27%4- 6h 
1993..... 13.6 d3.4 d5.46 261-14 
1934. 20.5 d1.4 d2.24 2814-15 
1935 19.9 d2.9 44.66 191)- 6% 
1936 28.7 6 1.09 283g-18%; 
1937 30.6 .06 11 335%>- 6 
1938 19.3 d1.8 d2.92 15%4- 6% 
6 mos. itn 
June 30, 1939 10.4 d .4 d .75 13%4- 7 
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{bout Ready 
for Press 


This outstanding investment 
book appropriately illus- 
trated with graphs and sta- 
tistics. Handsomely bound, 
regular book size, it will 
make a valued addition to 
your library. Reserve your 
copy... today. 


1940 will be a crucial year for you as an investor. Forces of 
war and of peace ... of Presidential campaigns and elections 
... will intensify opportunities and hazards that develop. 


Fully recognizing your problem and the urgency of keeping 
your investments in line with conditions, Mr. A. T. Miller is 
just completing “How to Mobilize Your Securities in 1940.” 
And this new work reflects the sound judgment and foresight 
which has established Mr. Miller as a foremost contemporary 
authority in anticipating modern market movements. 


This practical and valuable book will tell you: 1. How to 
recognize the trend . . . up, down or shifting. 2. How to profit 
by it... how to take advantage of opportunities that arise. 


To be prepared, you must have a plan of action before . . . not 
after... the present uncertainty in business and the market 
becomes obvious . . . a program ready for instant application 
shaped to meet its own set of contingencies. 


— For Details of This Special Offer — See Next Page 


— An Essential New Book for the Investor — 
































A Balanced Workable Program for the 
Smali and Large Investor in 1940 


A. Offensive—Vaking All Your Assets Work 


for ) ou, 

Capitalizing an uptrend in all lines—heavy indus 
tries and depressed situations that have most to 
gain. Knowing the types of backward issues to 
avoid. Wide capital appreciation the objective. 
Suggested industries and individual stocks. 


B. Defensive—How to Prevent Unintentional 


Speculative Risks. 

With business and the market reactionary or in 
a downtrend—Income maintained with steady earn- 
ers... capital risks confined to storm-cellar issues 
. . . assets mobilized for quick action. Specific 
portfolios included . . . bonds, preferred and com- 
mon stocks. 


c. Neutral—Preserving liquid Resources for 


Use at Psychological Voment. 

Shifting trends in an uncertain year present oppor- 
tunities for short-term appreciation. What policy 
to follow in absence of well-defined trend. What 
industries hold potentialities for independent 
growth. What stocks to trade in—and when. 


An Ideal Christmas Gift Opportunit 











Profitable as well as Appropriate 


Give The Magazine of Wall Street 


The Service Magazine on Investments, Business and Current Affairs 


To Yourself, Father, Son and Business Associate 


\f HAT more meaningful and lasting gift can you give than one which contributes to 
the knowledge and improved judgment of the recipient? . . . especially in view of the 


kaleidoscopic period ahead in 1940. 


It will be suggestive of ideas which can be used practically and profitably—and will prove 
an inspiration to greater accomplishment. Each fortnight .. . 26 times throughout the 
coming year ... the recipient of your gift will be reminded of your thoughtfulness. He 
will read it with interest — then with eagerness, because he will gain an insight into 
securities and business which he never believed he could acquire so easily. 


Enter Your Gift Subscriptions Now For 


Your Business Associates and Friends— who will be grateful for 
it, on innumerable occasions, when the facts and interpretations it 
affords distinguishes their thought and action. 


Your Executives and Employees—-who will find it a means of broad- 
ening their business perspectives with resultant ability to do better 
work for you. 


Your Son and Daughter— who will value it for bringing them in 
touch with vital events shaping the practical side of their lives. 


Yourself— because it offers you the most effective investment 
guidance you can get anywhere, regardless of the price you pay 
. .. plus the value of a unique business service. 


Receive Our Valuable New Book Free 


Mail the coupon below with your remittance today. Your gift sub- 
scription will start with our Christmas Number. And—we will 
send you our new book, “How To Mobilize Your Securities in 1940”, 
immediately upon publication. Confidential Inquiry Privileges on 
3 securities at a time are included free, as well. 


~-a2aea = -Mail This Special Gift Order foday---- “ 
The Magazine of Wall Street, 90 Broad Street, New York 


(] | enclose $7.50 for 1 year of THE MAGAzINE OF WALL STREET 


including — 
l. The Magazine of Wall Street for 1 vear ... 26 issues 
) Confidential Inquiry Privileges . . FREE 


3 “How To Mobilize Your Securities in 1940" . Value 


$2.50 ... FREE 


PEPARY ooo neuen wo te- paar phwope peaie anw ee teiaReRDE do oa Rees 


Additional gift subscriptions, without book, may be entered at $5 
7 per year each. (] Christmas gift cards will be mailed on request. 


Foreign Postage $1 a Year Additional. 
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A Subscriber’s 
Gift Suggestion 


“At the beginning of this year, I 
received a gift of your Magazine 
from one of my friends. This year 
I am renewing my subscription 
for 2 years and am entering gift 
subscriptions for 3 of my friends. 
I can think of no better gift be- 
cause I know it will prove as 
valuable to them as it has to me. 

H. S., St. Louis, Mo. 


3 Glits 


1. The Magazine of Wall 





Street for 1 year...... $7.50 
2. Confidential Inquiry ; 
Peivieees 2c ccc svcces FREE 


3. Our Important New Book, 
“How to Mobilize Your Se- 
curities in 1940”...... FREE 


For *7.00 
The Price of One 


See Investment Program 
described on reverse side 
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Reeovery 


Laggards 


Some Will Do Better Next Quarter 


BY H. F. TRAVIS 


F the current business recovery, as in every other, 
there are some companies that appear to have missed 
the boat. For the most part, as in the case of the oils, 
ings, finance companies and baking concerns, the influ- 
aces responsible are common ills of the industry in 
question and, with few exceptions, afflict all concerns in 
the group. Elsewhere, the explanation lies in factors 
yculiar to the individual company as in the case of 
Glenn L. Martin and Wright Aeronautical. 

That two leading aircraft concerns, one a major plane 
uilder and the other perhaps the most important domes- 
tic maker of aeronautical engines, should earn less last 
quarter than in the like 1938 period is, on the face of it, 
trange indeed, for the industry at large has been boom- 
ngall year. But to those familiar with the ins and outs 
aircraft manufacturing, it is somewhat less of a phe- 
tmenon. For it is not unusual for deliveries of indi- 
vidual concerns to vary widely from one quarter to the 
uxt with, of course, marked effects on earnings. 

But for Martin, at least, last period’s showing is no 
indication of what this quarter’s will be. It is reliably 
ported that deliveries have been stepped up sharply 
athe last month or two and that fourth quarter sales 
ill probably exceed those of the entire year 1938— 
thich would mean earnings for the current three 













misfortunes of an untoward set of circumstances were 
visited on practically all and sundry. Lower refined 
prices hit the integrated companies while the crude pro- 
ducers suffered from the two-week well shutdown in 
mid-continent fields last August. According to manage- 
ment estimate, the latter cost Amerada stockholders 
38 cents per share, almost enough to account for the 
difference between last period’s earnings and those of 
the September quarter of 1938. Some improvement is 
predicted this quarter. Continental Oil, for example, 
expects to end the year with profits about on a par 
with 1938. 

The finance companies lagged behind the recovery 
cycle in keeping with their usual performance. Their 
volume of receivables and, thus, their earnings, almost 
always trail behind sales of automobiles, as well as other 
durable consumers goods, by a substantial margin. How- 
ever, purchases of installment paper have been rising 
sharply and more favorable year to year earnings com- 
parisons should be forthcoming shortly. 

The baking companies were caught in the vice of ris- 
ing raw material costs and rigid selling prices. National 
Biscuit’s results were also affected by the company’s 
25 per cent cut in shredded (Please turn to page 253) 












nonths probably in the neighborhood of $2.50 
ashare. 

There are other instances where last quarter's 
wsults suffered from unusual and probably non- 
curring factors, and where all signs point to 
ty substantial improvement in the December 
period. Celanese, for example, was the victim of 


Representative Issues with Third Quarter 


Earnings Less Than Year Ago 


Third Quarter Third Quarter 
Earnings Per Share Earnings Per Share 
19 1939 1938 1939 


extended strike b as si | Amerada Corp.... $0.60 $0.14 Mathieson Alkali. 0.36 0.30 
put a 1] - ut h ; _— stepped up out Bohn Aluminum.. 0.20 0.06 National Biscuit... 0.51 0.41 
s well as prices and, in common with other Bristol Myers..... 1.21 0.92 National Cash Reg. 0.14 0.08 
fayon makers, is enjoying a period of decidedly Celenese Corp.... 0.70 0.62 National Distillers. 0.68 0.51 
rofitable 4 Commercial Credit. 1.06 1.01 Phillips Petroleum. 0.87 0.38 
oitable operations. Similarly, Bohn Alumi Continental Oil... 0.58 0.33 Spiegel, Inc... 0.18 0.01 
tum, whose plant was closed by a strike for Freeport Sulphur.. 0.49 0.48 Standard Brands... 0.13 0.10 
host of Se tember, is now well bac q General Baking... 0.35 0.18 Stand, Oil of Calif. 0.65 0.42 
ting, Thi t | fF k in the run General Cigar.... 0.49 0.16 Sterling Products.. 1.19 1.05 
rad quarter resu ts o reeport Sulphur Hecker Products.. 0.31 0.17 nshine Mining.. 0.69 0.59 

tom slightly below those of a year earlier but, Hinde & Dauch... 0.32 0.15 Ti de Water Assoc. 0.29 0.23 
thanks to Household Finance 2.02 1.85 United Biscuit.... 0.55 0.45 
ile expanding sulphur sales and greatly Lambert Co...... 0.64 0.57 United Carbon... 0.83 0.67 
eased business for the company’s Cuban Lehn & Fink..... 0.50 0.32 "Ward Baking Co.. d0.82 = 4.11 
nangane se subsidiary, the present quarter’ s in- Loose-Wiles. . 0.56 0.50 Wesson Oil..... 0.56a 0.24a 
Martin (G.L.).... 0.82 6.50 Wright Aeronau 1.37 0.91 


tome statement will make much 
reading. 


The oils comprise a typical group where the 


pleasanter 


a—Final quarter of fiscal year ending September 2. 


d— Deficit. 
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As the Trader Sees Today’s Market 


Significance of September Liquidation by Insiders 


BY FREDERICK K. DODGE 


_— evidently contained the market action for 
the whole autumn all crammed into one month. The war 
news broke at the start and within eight trading sessions 
the averages went leaping to highs which have stood un- 
touched since. That was on the twelfth of the month; on 
the eighteenth a fairly sharp break took place, followed 
by steady strength which kept the industrials in the upper 
half of the trading range being formed. September 
proved that prices could rally dynamically on the right 
kind of news, and it proved that the rally could be 
stopped in its tracks by selling from some sources, since 
the news after the highs were made has been in a trend 
of definite improvement. 

Foreign selling has been suggested as one very prob- 
able obstacle in the path of the uptrend, but there can 
be others. For example, if business itself is convinced 
that the market is over-rating prospects, the selling from 
businessmen holders of securities can be a very impor- 
tant factor. When the report to the S. E. C. of Sep- 
tember transactions by insiders in their own stocks 
showed about 414 shares sold for every share bought, 
suspicion grew that those in the know as to the industrial 
situation were skeptical of the whole move. 

Fortunately, we can make a fairly good check on this. 
In very early September the stock market gained much 
more rapidly than the pace of business. The rally had 
many of the characteristics of a nine days’ wonder. It 
was really not until after the highs had been registered 
that industry reached its full accompanying stride. Any- 
one selling on the way up probably had the idea that 
the improvement was due to remain entirely inside the 
stock market, without much change in the trend of busi- 
ness or corporate earnings. Selling late in the month, on 
the other hand, could be taken to imply the feeling that 
prices had gone as far as they could, which was too far 
in relation to the earnings trend. The timing of the sales 
is the important thing. 

Insiders in the fourteen stocks listed in the accom- 
panying table sold 138,500 shares of their own issues 
during September. Over two-thirds of the selling came 
on the sustained burst of strength which carried the 
averages to their high in the first half of the month. 
Less than one-third took place after the twelfth of Sep- 
tember, although prices came time and again within 
minute distances of their former highs, and some, of 
course, went ahead further. 

Omitting Interlake Iron, in which practically all of 
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the selling was by the Mather Iron Co., a large cor. 
porate stockholder, almost three-quarters of the stock 
sold by officers, directors, and holders of 10 per cent or 
more of the issues listed in the table came in the first 
eight sessions after war was declared. Subsequent sales 
never amounted to more than a few hundred shares a 
day, with the exception of September 27th, when United 
Corp. let 4,800 Columbia Gas go, and on the break of 
September 18th none at all was sold. 

Most of the liquidation by insiders was thus con- 
summated before any accurate idea of the pickup in 
business had become possible. The two biggest days for 
the sellers were the 7th and 8th of the month, several 
sessions before the top on the 12th. Comparatively little 
selling came after the top, despite the obvious opportu- 
nities for getting good prices in the latter part of the 
month. Some of the actual transactions looked a great 
deal like scale selling possibly on open orders. 
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Whatever clues the timing of the sales gives 
as to their significance are on the whole re- 
jssuring. Any bulge in its first stages gives 
the chance to even out commitments under- 
taken beyond the usual size, either for support 


September Sales in Representative Stocks by 
Officers, Directors, and Large Holders 


Approx. Aver. 


purposes in a weak market or merely in the ea Shares ling September Current 
quest for bargains. Certain selling, like that Pen pen pore pool pon 
of Walter P. Chrysler in his own stock Or Baldwin Locomotive.............. 4,006 17 21% 17 
United Corp. in Columbia Gas, seems plainly ee eee 1,000 93 100 81 
to indicate a plan of gradual reduction of Gite qec300 s pot is 
holdings over the course of a number of Climax Molybdenum..... 1,500 50% 521% “6 
nonths. In almost every case, however, the Columbia Gar------ = 2 an = 
glling which took place early in the month General Motors................. 15,500 54 55%, 5314 
left substantial quantities of the same stock Hercules Powder............ 2,000 90% 101% 85 
in the accounts, and later opportunities to re- psi eaves oo js a be be 
duce holdings further were not accepted. National Steel... ..... 2,000 78 82 73 
Union Carbide........... 12,700 90 941/, 86 


The fact that selling completely stopped 





during the one spell of weakness experienced 
in the month is also significant. Lightening 
of commitments, rather than liquidation, is the accu- 
rate term for what went on in September. There is no 
logical reason to assume that the same process continued 
in October and November, but if it did, the point at 
which no more stock from these sources came on the 
market might have been about the same; at least we 
know that subsequent weakness failed to drive prices 
below the point at which insiders had last refused to 
continue selling. 


Limiting Effect Small 


The chart which compares market action of a number 
of stocks in which insider selling stood out with the ac- 
tion of the broad market average requires some inter- 
pretation. In the first place, any average of a small num- 
ber of issues is likely to prove more volatile on a given 
move than an average containing a larger number of 
components. In the second place, although there was no 
efort in choosing the stocks for inclusion among the 
smaller average to hit upon the better performers, it is 
natural that the issues which were of greater than av- 
erage interest during September should have had better 
chance of notice and inclusion in this analysis. There- 
fore the conclusion that insider selling was of absolutely 
ho consequence to the market should be qualified. It 
may have had an effect in limiting the rise in certain 
issues. Generally speaking, though, the effect was un- 
doubtedly small. 

It must be remembered that a number of the issues ex- 
amined have gone ex-dividend since the selling occurred, 
thus penalizing current market prices. 

Highlights of the insider transactions on the selling 
side in individual issues are given below: 

American Rolling Mill—all but 100 shares of the 
vlling completed by the 11th of the month; biggest 
days the 5th with 1,000 shares and the 11th with 
2,000. 

Baldwin Locomotive—selling completed by the 11th 
of the month; approximate highest price received—18; 
xlling took place in only three sessions. 

Bethlehem Steel—all stock was sold on the 20th. 

Briggs Mfg.—selling did not begin until the 15th, 
then continued quite steadily up to the 28th at prices 
tangng from about 22 to about 25, thus getting very 
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near the maximum. 

Chrysler—bulk of sales concentrated in three sessions 
—the 6th, 7th and 8th; only scattered and small liqui- 
dation after prices got up around current levels. 

Climax Molybdenum—all selling divided between the 
9th and the 13th, around 50 to 51, or very near the ceil- 
ing. 

Columbia Gas—as already noted, the bulk of sales 
came on the 27th, at a price near the high. 

Crucible Steel—selling began on the 2nd of the month, 
around 37, and persisted until the 22nd, with only 100 
shares after that; prices received ranged up to about 52. 

General Motors—heaviest liquidation centered about 
the week in which the averages made their highs, but 
selling continued all through the month, with very little 
chance to do better than current prices, although the is- 
sue has since gone ex-dividend for a substantial amount. 

Hercules Powder—the 6th and the 8th were the only 
days of insider selling, in each case at a price presumably 
equal to or better than 90. 

Interlake Iron—liquidation started around 11, but 
became heaviest at 16 and above, around the time the 
whole market was strongest; tapered off and ended on 
the 27th of the month. 

International Nickel—1,000 shares sold on the 5th 
and 1,500 on the 9th; Nickel, of course, was in a trend 
of its own, so the earlier sales received better prices. 

National Steel—selling scattered between the 5th and 
the 23rd, practically all at higher prices than now pre- 
vail. 

Union Carbide—all selling completed by the 9th; the 
8th was the biggest day, with 9,600 shares sold by in- 
siders at about 90. 

While something may have changed the attitude of of- 
ficers, directors and large holders toward their issues 
after the end of September, all signs point to a com- 
pleted phase of liquidation, not to be carried on at the 
same pace in subsequent months. It appears to be a 
reasonably good bet that reports of insiders for October 
and November, at least, will show nothing like the Sep- 
tember ratio of sales to purchases. That assertion is 
made despite the fact that the market has visibly run 
into offerings from some source which have prevented 
any progress for well over two months since the Sep- 
tember highs were made. 















Courtesy International Paper Co. 


The Fourdrinier wire and presses at the wet end of a paper machine. 


International Paper Nears Profits 


Continued Improvement Depends Upon Sustained 


High Level of General Business Activity 


BY PHILLIP DOBBS 


iw public’s demand for information about the war in 
Europe has jumped newspaper circulation sharply over 
the last two months. And the added impetus this gives 
to newsprint consumption, already responding to the 
general business improvement, promises to bring the 
paper manufacturers to within striking distance of their 
1937 records. 

After a difficult period that lasted from the latter part 
of 1937 through most of 1938 the industry is finally 
reaping the reward for its bold tactics. From 1933 to 
1937 the price of newsprint ranged narrowly between $40 
a ton and $42.50 a ton even though it was common knowl- 
edge that practically every company was losing money. 
Fierce competition engendered by certain characteristics 
of the paper industry lay behind this situation. Plant 
investment per dollar of sales is far greater than average, 
and in order to maintain operations at a high level of 
efficiency the companies cut prices before they restrict 
output. However, in March, 1937, with business going 
into high gear, International Paper and Power announced 
that the price of newsprint would be advanced to $50 per 
ton as of January, 1938. Since the other producers fol- 
lowed suit, consumers immediately staged a buying rush 
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that kept the mills going at top speed and lasted until the 
general slump began in August, 1937. Even though sales 
dropped off sharply then, the industry, led by Interna- 
tional Paper, stuck to its guns and put through the 
increase on schedule. 

Business was not too good for more than half of 1938. 
but when industrial activity began to pick up in July 
the higher price level for newsprint enabled most con- 
cerns to pull back close to the break-even point. And 
the industry entered this year with a strong statistical 
position plus the best prospects since 1937. Stocks of 
paper on hand totaled 620,548 tons and were the lowes! 
in two years, while publishers supplies equaled 393,784 
tons or 60 per cent less than the 1937 high. What !s 
more, the price of newsprint was established at $50 per 
ton as against the $42.50 figure that had prevailed for 
so long. 

The importance of all this to International Paper and 
Power hinges on the fact that approximately 39 per cent 
of the company’s business is derived from the production 
of newsprint. The largest paper company in the world, 
I. P. & P. has a finger in every pie this many sided indus- 
try has to offer. The mills it owns have an annual 
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capacity of 2,400,000 tons of all kinds of paper, with 
production divided almost evenly between the two main 
fields, newsprint and its affiliated lines, and kraft paper 
and its affiliated lines. 

Sales of newsprint are extremely sensitive to the rate 
of business activity in general since over 50 per cent of all 
newspaper space is devoted to advertising, the volume 
of which is largely dependent on the state of the con- 
sumer markets. Though competition from the radio 
has cut into total linage of advertising, newspapers are 
still the main medium chosen by many fields to push 
their products. The newsprint mills of International 
Paper and Power are for the most part located in Canada 
close to cheap timber and power. A total of 671,000 tons 
of estimated productive capacity is controlled by Cana- 
dian International Paper, indirectly 100 per cent owned 
by International Paper, which is in its turn 9914 per cent 
owned by I. P. & P. Considerably older groundwood 
specialty plants located in the United States have an 
annual capacity of about 219,000 tons, and are used for 
the production of special papers such as catalog paper 
and wall paper. 


Kraft Market Widens 


Somewhat burdened by the excessive plant expan- 
sion of recent years, the kraft paper division of the 
company is, however, coming into its own rapidly. 
Southern Kraft Corp., the operating subsidiary of I. P. 
& P. in this field, runs nine mills with an annual capacity 
of 1,017,000 tons, against a figure of 164,000 tons for 
1929. Kraft production falls into two main classifica- 
tions—kraft paper and kraft board. The first is used for 
wrapping paper bags, and other purposes where strength 
rather than beauty is the primary consideration—while 
the second is manufactured into corrugated shipping 
containers, insulation, fiberboard, and luggage. It is 
rapidly ousting wooden crates since it is cheaper, easier 
to store, and simpler to pack. With new uses being 
developed constantly, sales are showing a steady uptrend. 
The inauguration of paper containers in the home deliv- 
ery of milk alone has opened a vast field that will be 
exploited as rapidly as the milk companies can convince 
the public of the new system’s value. In recent years, 
kraft paper production has accounted for about two- 
thirds of total earnings of I. P. & P. 

Wood pulp is the basic raw material for over 99 per 
cent of the viscose rayon and staple fiber produced and 
International Paper and Power is one of the few com- 
panies able to manufacture the highly purified sulphite 
pulp that is needed. Since a sizeable portion of produc- 
tion is shipped to Japan, the world’s leading rayon pro- 
ducer, present plant capacity is not excessive. Rayon is 
finding an increasingly wide market throughout the 
world, and manufacturing the special pulp is one of the 
rapidly growing divisions of the paper industry. The war 
in China has not hurt the domestic market at all. On 
the contrary, there have been several instances where 
Japanese interests have bid the price up sharply. As a 
rule, though, the market for rayon pulp is a closed affair, 
since there are few buyers and few sellers. For several 
years the price was steady at $72.50 per ton, but heavy 
buying interest forced it to $97.50 per ton last year. 
This situation did not hold for long, however, and 


DTCEMBER 2, 1939 


the price has now come back to a steady $80 per ton. 

I. P. & P. is also an important factor in the production 
of book paper and other fine grades. Production runs 
well over 100,000 tons annually and prices are fairly 
stable, since the greater part of the demand is from a 
few large publishing syndicates whose contracts run for 
one or more years. Paper companies try to keep prices 
even in this branch of the industry, moving them ahead 
or reducing them only after considerable pressure has 
been brought to bear. The excess capacity available 
enables them to profit more in better times through the 
achievement of a higher rate of operating efficiency. 

Its name notwithstanding, International Paper and 
Power has no utility interests. Rather than have to con- 
tend with burdensome supervision under the public 
utility holding company act, the company has acted to 
divest itself of its power properties. Three trustees were 
appointed to supervise the liquidation of International 
Hydro-Electric and its subsidiaries, which constituted 
the utility system of the parent company. Since the 
system had never paid a dividend to I. P. & P., had been 
written off the books and excluded from the balance 
sheet of the parent since 1934, it was no hardship to make 
the break a formal one. Now the company is admit- 
tedly completely dependent upon its paper production 
for income. 

The strength of International Paper and Power lies to 
a great extent in its wide timber holdings and econom- 
ically located mills. Over 15,000,000 acres of land are 
owned or held in fee or under lease in the United States 
or Canada, and the estimated supply of wood is 65,000,- 
000 cords. This is enough to feed the mills for an- 
other fifty years at peak production. The company 
also operates several steamships, a fleet of tugs. and 
a railroad in connection (Please turn to page 255 
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Consumer Spending 


In anticipation of an excellent 
holiday shopping season, merchandis- 
ing shares have begun to move for- 
ward and even some of the hereto- 
fore depressed New York department 
store issues are perking up. The rise 
in public spending is by no means 
limited to the dry goods field, how- 
ever, for meat packers and auto deal- 
ers also report brisk business. Retail 
automobile sales in October were 
82% above year earlier levels. All 
leading meat packers are under- 
stood to have been in the black for 
the fiscal year ended October 31, 
1939, as contrasted with substantial 
losses in most cases in the preceding 
twelve months period. 





(* > 


x 
i j A a. 
Charles Phelps Cushing 
Shoe manufacturers are feeling the first flush of war demand. 
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For Profit and Income 





Preferreds in Demand 


There has been a noticeable in- 
crease in investor interest in pre- 
ferred issues many of which have 
been moving into new high ground 
daily. Those with substantial ar- 
rears and encouraging earnings 
trends, especially in the lower price 
category, are attracting particular 
attention. The American & Foreign 
Power issues, American Power & Light, 
Atlantic Gulf & West Indies and 
Warner Bros. Pictures have all been 
prominent on the upside. 


Small Potatoes 


Bangor & Aroostook's dividend 
omission was not unexpected but it 








served to emphasize the hazard jn 
any enterprise deriving its revenues 
largely from a single source. A small 
potato crop and lower prices for the 
staple were mainly responsible for 
last year’s earnings decline to 34 
cents a share from an annual average 
of better than $4 for many years 
previous. The road is also finally 
feeling the effects of truck and water. 
way competition and its adoption of 
lower rates early this year apparently 
has not helped the situation muchas 
net is still down around last year's 
level. Irony of it all is that the road 
came through the first and greater 
depression of the ’thirties with flying 
colors. 


Plant Expansions 


Here and there in the daily news 
columns is accumulating evidence of 
expanding industrial capacity in 
many lines in order to meet a de- 
mand that in some instances is of 
unprecedented proportions. U. 5 
Steel is putting another $10,000,000 
into its Irvin Works, Thompson Prod- 
ucts will spend $100,000 on plant en- 
largement, Bendix is adding to its 
aircraft facilities Pullman is reopening 
its Maryland plant to build rolling 
stock for Brazil, Ethyl Gasoline plans 
a $4,000,000 addition to its Baton 
Rouge refinery, Aviation Mfg. will 
invest $400,000 in enlarging its el 
gine division. It all works in the 
direction of a gradually rising indus 
trial production ceiling. 


Add Dividend Notes 
Grand-daddy payment of them al 


is Christiana Securities’ distribution of 
$66.10 per share, bringing the 1939 
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total to $136.60. Company is an in- 
yestment trust holding mostly du 
Pont and GM stock. Shares are 
quoted around $2,800, well below 
liquidating value but out of reach of 
most pocketbooks. * * * The 25 cent 
declaration on Pure Oil common, first 
since December, 1937, is an interest- 
ing commentary on the company’s 
recent earnings progress despite de- 
pressed conditions in the industry. 
Improvement stems largely from 
economies in operation of new plants. 
##* Safeway 5% preferred, of which 
9/100ths of a share was declared on 
the common in addition to the regu- 
lar quarterly 75 cents in cash, has 
been moving steadily higher since 
announcement of the dividend, thus 
enhancing the value of the distribu- 
tion that common stockholders of 
record December 5 will receive on 
the 20th. 


Street Topics 


Montgomery Ward's tie-up with 
BF. Avery places it in direct compe- 
tition with Sears in the farm equip- 
ment field for the first time. * * * 
Recent 1939 earnings estimates: Air 
Reduction—$2.10; National Dairy— 
$2.00; Container Corp.—$1.50; Free- 
port Sulphur—$2.55. * * * Floor trad- 
ers inclined toward the bullish side fa- 
vor the merchandising shares, rails, rail 
equipments, oils, electrical equipments 
and utilities. * * * Recent investment 
trust survey of brokerage house 
opinion reveals GM most favored 
investment issue. Closest competi- 
tors are du Pont, Montgomery Ward 
and Sears Roebuck. Favorites for 
speculative purposes are Chrysler, 
Glenn L. Martin and Bethlehem Steel. 


McElwain to Melville 


For many years Melville Shoe, 
A & P of the footwear trade, has 
hought almost its entire stock from 
the manufacturing firm of J. F. 
McElwain & Co., confining its own 
activities exclusively to the retail 
marketing field and concentrating on 
the expansion of its chain of white- 
front Thom McAn stores. At last, 
however, the two companies are to 
join forces under a single manage- 
ment and as a_ single corporate 
entity. Details of the prospective 
merger have not yet been definitely 
fixed but it is understood that it 
will probably involve a two for one 








Setting New Earnings Records 


Listed below are 40 concerns whose estimated 1939 common share results top those of any 
previous year of the past decade. The list is not all-inclusive, selections having been confined 


to companies of greatest investment interest. 


Previous 10-Year Peak Est. Per Cen 
Year arn. 1939 Increase 
Abbott Laboratories...................... 1938 $2.43 $2.75 13% 
Aluminum Co, of America................. 1937 13.29 14.00 5 
American Airlines........................ 1938 0.74 4.25 475 
PUM OIE 5s ooo hee oven chess : 1937 8.27 8.50 3 
Bett CW OUR 6 oo 5 Si hae hes ooo coe noe 1935 0.76 1.25 64 
Bayuk Cigars............. 1929 2.38 4.25 79 
Celanese Corp.......... 1933 3.32 3.50 5 
Cleveland Graphite..................... 1937 4.67 5.00 7 
CIMMUIMEOROIN. 5 5 Sood chen accesses 1936 1.84 3.50 90 
COR oe ois doce eect radon 1938 5.95 6.75 13 
ee : 1929 4.01 4.50 12 
| eee 1938 0.17 0.40 135 
Douglas Aircraft................... 1938 3.76 6.00 60 
du Pont de Nemours 1936 7.53 7.75 3 
Eastern Airlines............ 1938 0.84 1.85 120 
IN ayo aos acc oe ee aeeek 1938 0.75 1.00 33 
El Paso Natural Gas. . 1938 3.30 4.25 29 
Flintkote........ ‘ 1935 1.96 2.00 2 
General Tire...... 1929 3.20 3.75 17 
Greyhound........ 1938 2.05 2.50 22 
Hercules Powder. 1937 2.97 3.75 26 
Int'l Business Mach........... 1938 10.12 11.50 9 
| eee 1938 3.72 5.00 34 
OTM sc ccees She 3058s coke scene 1938 3.14 4.50 43 
Lockheed............ : 1938 0.67 3.00 448 
a SS ee Pi 1938 2.15 3.90 81 
MeGrew Electric.................. 1936 2.13 3.00 41 
Melntyre Porcupine..................0205- 1938 4.65 4.75 2 
REIN Fe cave dis's washers Up dicncenteuns 1930 7.02 8.75 25 
Montgomery Ward........ 1937 3.63 4.75 31 
National Gypsum........................ 1936 0.67 1.00 50 
North American Aviation. . 1938 0.55 2.15 390 
CL, ana aE revere a area Parerrerers 1936 1.88 1.95 4 
Philip Morris.............. 1938 7.50 7.75 3 
Rustless Iron & Stl. ..... 1937 0.77 1.00 43 
Grane COM. 6652 2..<2 2 1938 2.46 2.75 12 
United Aircraft......... ea 1938 2.05 3.25 59 
eg eee 1937 4.08 5.75 41 
Victor Chemical.............. 1931 1.40 1.50 7 
Western Auto Supply.... 1937 3.29 4.25 29 





split of Melville common, call of the 
company’s present 6% $5 par pre- 
ferred issue and creation of a new 
$5 preferred to an amount of about 
$9,500,000 of which about half will 
go to the McElwain interests and 
the remainder will be offered to Mel- 
ville common stockholders. 


Interim Reports 


The recent decision of Standard Oil 
of New Jersey to issue semi-annual 


balance sheets and income state- 
ments is an important milestone on 
the road to fuller information for 
investors at large and a move that 
has long been plugged for by this 
publication. Next logical candidates 
are the farm equipment and tobacco 
companies. As a matter of fact, there 
is little reason why many more con- 
cerns could not follow the example 
of Caterpillar Tractor and a few others 
in releasing operating results 
monthly. 





Selecting New Market Leaders 


Offering L 


UR analysts and technicians 

are now selecting those 
stocks which are potential lead- 
ers of the next important market 
advance. You should hold these 
issues in anticipation of substan- 
tial profits reflecting improved 
business, higher earnings and 
attractive dividend payments. 


1555, Points Profit in 
Past 3 Months 


ForECAST subscribers have been 
advised to accept 1555 points 








100%, Right! 


Read this unsolicited letter just 
received ... 


“You were right 100%. By acting on 
your wire of Saturday, ‘November 4,1 
saved plenty of money. 


“Your Service is more than satisfac- 
tory. Last year, I was losing money 
all ihe time by taking wrong advice. 
Since I started with you on August 
10, I have about wiped out my losses 
from last year. 


“You can be assured from now on I 
am a permanent subscriber.” 


J. E. S. of Kenton, Ohio. 


This Forecast subscriber is receiv- 


arge Near-term Profits 


order backlogs, improved ¢ 
ings and increased dividend 
Our tested barometers 
that the market is funda 
tally sound . . . that the pri i 
ary trend is up.. 
considerably higher pricdl 
prospect for individual sto¢ 


7 Favored Stocks 
Just Selected 


Two active stocks in our T 
ing Advices . . . average pri 
around 28; three dividend-paye 


profit with only 1134 points loss 
through our short term recom- 
mendations since this war mar- 





ing wires on our Trading Advices 
and Unusual Opportunities. 


in our Bargain Indicator . .; 
average price around 37; two: 
Unusual Opportunities . . . a 








ket got under way on September 
znd. Made available through 
our three active programs. . Trading Advices, 
Bargain Indicator and Unusual Opportunities . 
the average profit per commitment has been more 
than 8 points. 


Coming market upmoves will provide similar profit 
possibilities. Sharp straightline advances . . . start- 
ing abruptly after periods of consolidation and reces- 
sion... will be frequent in this recovery market. 
Brakes created by tax selling, peace overtures, foreign 
liquidation and political maneuvers will suddenly 
dissolve while the market rushes ahead to discount 





age price around 26; have be 
selected. Now is the time 
take a profitable position in them. . . on recessions 
It is customary for 70% of today’s market advances 
occur in the first 20% of the duration of the upswing. 


To participate in the moves of the stocks already um 
covered—and our new advices—from the beginning 
when the greatest profits are open . and to take 
vantage of our Special Year-End Offer . . . mail 
coupon below today. 


Only 15 points profit on even 10-share commitments, 
will more than cover your subscription for a full year" 


and you may readily secure this result from our fit 
advices to you : 


business expansion of peak proportions heavy 











SERVICE TO START AT ONCE BUT DATE FROM JANUARY |, 1940 











Free Air Mail 
Service 


(] Check here if you 
wish Air Mail and it 
will expedite delivery 
of our weekly and spe- 
cial bulletins. This ser- 
vice is provided FREE 
in such cases in United 
States and Canada. 


THE INVESTMENT AND BUSINESS FORECAST 
of The Magazine of Wall Street 
90 BROAD STREET CABLE ADDRESS: TICKERPUB NEW YORK, N. Y. 


I enclose (] $75 to cover a six months’ test subscription (0 $125 to cover a full year’s subscription to 
The Investment and Business Forecast starting at once but dating from danuary 1, 1940. I understand 
that regardless of the telegrams I select, 1 will receive the complete service by mail. 


Send me collect telegrams on all recommendations checked below. 
Private Code after our Code Book has had time to reach you.) 


O TRADING 
ADVICES 


1 UNUSUAL 
OPPORTUNITIES 


O BARGAIN 
INDICATOR 


(Wires will be sent you in our 


Active Common Stocks for Short Term Profit. Two or three wires a month, 
on average. Maximum of five stocks carried at a time. $2,000 capital suf- = 
ficient to buy 10 shares of all recommendations on an outright basis. 
We serve only in an 
advisory capacity, han- 
dle no funds or securi- 
ties and have no finan- 
cial interest in any 
issue or brokerage 
house. Our sole objec 
tive is the growth of 
your capital and in- 
come through counsel 
to minimize losses and 
secure profits. 


Low priced Common Stocks for Market Appreciation. Two or three wires a 
month, on average. Maximum of five stocks carried at a time. $1,000 capital 
sufficient to buy 10 shares of all recommendations on an outright basis. 





Dividend-paying Common Stocks for Profit and Income. One or two wires a 

month, on average. Maximum of five stocks carried at a time. $2,000 capital 

sufficient to buy 10 shares of all recommendations on an outright basis. 
CAPITAL OR EQUITY AVAILABLE............. 

ADDRESS 

cITY 2 ST c 2 

Continuous C consultation Service Provided. List Your Securities Now for Our ‘sistlialin 
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BUSINESS ACTIVITY 


(M.W. S. INDEX) 





CONCLUSIONS 








INDUSTRY—Business activity at new 
recovery high. 





TRADE—October exports show nor- 


mal seasonal increase over Septem- 
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ber, despite shipping difficulties. 
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COMMODITIES—Prices continue to 


mark time. 
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MONEY AND CREDIT — Reserve 
Banks adhere to policy of liquidat- 
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ing Government Bonds. 






























































| _ With practically all components of our weekly 
_ Business Index reporting somewhat greater than BUSINESS CREDIT 
| normal seasonal expansion, or less than normal 
| seasonal contraction, during the past fortnight, 
| the nation's per capita volume of Business 
| Activity has risen to around 97.5% of the 
| 1923-5 average—a new high for the present 
recovery. Settlement of the Chrsyler strike 
should add another two points to our Business 
| Index, which therefore still has a chance of 
| surpassing the 1937 peak of 102.4 before the 
4 rene. Since industrial activity will doubt- 
_ less be sustained at a comparatively high level 
for the remainder of the year, and unit Cost 
| of Production will consequently be lowered 
_ considerably in spite of somewhat higher raw 
material prices, it is practically certain that 
fourth quarter profits in the aggregate will make 
| a gratitying showing compared with both the 
_ third quarter of this year and the final three 
months of last year. 


INVESTMENTS 


BILLIONS OF DOLLARS 


___ In appraising prospects for next year's first 
| Quarter it should be borne in mind “hat fore- 
_ casts which approach unanimity nearly always 

prove wrong. This well accredited axiom in 
| the stock market is equally applicable to busi- BANK DEBITS t 
) ness forecasts; for it is founded upon logic 
| rather than superstition. If the business world 


2 
| FMAMJJASOND JFMAMJJASOND 
(Please turn to next page) 1938 : 1939 
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Business and Industry 
————— 
STEEL 
Latest Previ L om 
m 4 
ee shouah Picea von PRESENT POSITION AND OUTLOOK th 

INDUSTRIAL PRODUCTION(a) ; 120(pl) Se SG ae ee Ss emer eam uTO 

INDEX OF PRODUCTION AND (Continued from page 245) Produc! 

| ESP ir . 89 Facte 
ED ORES EST Sar EA e 88 generally believes that the country is heading into | Total 
Durable Goods............... Oct. 73 a boom, competitive buying by inventory specula. Retail ‘ 
Non-durable Goods. .......... 96 tors creates unhealthy conditions which precipi. Passe 
Primary Distribution............ , 86 tate a depression. Per contra, when opinion almost Truck 
Distribution to Consumers... .... 95 unanimously looks for a depression, inventories | |_——— 

Miscellaneous Services......... : 83 are allowed to run off to the point where enforced pAPER 
— replenishment starts recovery. In the present situa. Produc’ 

WHOLESALE PRICES[(h)...... : 719.4 79.1 ; tion there have been so many dire warnings in the Shipme 

INVENTORIES (n. i. c. b.) i press and from influential executives against inven- Mill St 
Dave Maharials. eee 91.0 89.5 tory building and plant expansion that the now 
Semi-Finished Back. ie as ie ; 99.0 106.8 looked for first quarter's business recession may LIQUO! 
Setteed Goods : 108.1 114.7 well prove to be a dud. For the good of business, Produc! 

BAe Seb abies aE ee Se Meee 2 “-£ | though, here’s hoping that this heresy will not be Withdr. 

COST OF LIVING (d) adopted by other industrial forecasters. Stocks, 
PONE Sooo Soc oS imcn Soe os ' 85.6 85.9 ; 

1 GB gS TARE aa gates 2 79.7 80.7 ; eee ee GENER. 

MIE alive oie alna S Sig's Sete e ; 86.6 86.5 2 Paperb: 
cette eee eee e eee eens ; 72.6 72.2 4 Manufacturers’ stocks of raw material rose 1.7% 

LE Se eee , 85.2 84.4 d in September, due to increased mill holdings of | Railway 

Sundries.............-+---5:- : 96.8 97.0 ; cotton; but inventories of finished goods de- | Loe 

Purchasing value of dollar....... é 116.8 116.4 ; creased 3.2%, while supplies of semi-finished | Freig 

e acne a= ae C cm i a goods fell 7.3% to slightly below the avera | Passe 

NATIONAL INCOME (cm)}. sk MPa a __ $6,012 $5 393 ae $5,657 level of 1936. Some firming in this publication’ | Cigaret! 

CASH FARM INCOMEt+ index of raw material prices during the past Bitumin 
Farm Marketing. . taps : $812 $781 $774 fortnight suggests that commodity prices are again Boot ar 
Including Gov't Payments eae: ; 894 836 headed upward; though at a slower pace than the _ Portlan 
Total, First 10 Months.......... ae. ee. 6.193 explosive rise in early September. Gradually ad- | Comme 
Pticn Dieetued by Farmers (ee). 97 "05 vancing prices will not be harmful to business so —— 
Prices Paid by Farmers (ee)...... ‘ 199 121 long as buyers adhere to strictly a hand-to-mouth 
Ratio: Prices Received to Prices policy and eschew speculation in inventories, | 

cg Ce see ee ; 19 Retail prices are now 2.5% above last year. 

FACTORY EMPLOYMENT (f) aes eae ee ™. S. W 
ee OS ee ere ee i ’ ACTI 
Non-durable goods...........- ; . mig y ee sales for the week ended 

tS Sees % —| Nov. 11 were 7% above last year in dollar totals, | R 

FACTORY PAYROLLS (f)..... ; ' | compared with a four-weeks’ gain of 9% anda cag | 
(not adjusted) | 2 2S Ae Ee, ee __ | ten-months’ rise of 5%. For the month of Octo- 

RETAIL TRADE ber, chain store sales increased 11.2% over TRANS! 
Department Store Sales (f)...... ; 84 last year, against 10.9% in ten months; with mail Carloac 
Chain Store Sales (g)........... : a: . 108.0 order sales jumping 22.9%, compared with | Grain... 
Variety Store Seles (g)......... 1108 113.2 18.8% for ten months; and variety store sales | Coal. . 
Rural Retail Sales (j)........... ‘ 123.4 ; 108.5 gaining only 0.3%, against 5.4% in ten months, | Forest 
Retail Prices (s) as of........... : 91.2 : 89.0 Owing to drought conditions in the southwest, | Manufa 

———|_— Sane SS peices rural retail sales had a somewhat less than sea- eee. CL 

FOREIGN TRADE sonal rise during October; but were 14% ahead of STEEL F 
Merchandise Exportst.......... , $332.1 , $277.7 last year, against a ten-months’ rise of 11.5%. Pig | 
Cumulative year's totalf to...... Sc) Mo) ae oe 2,573.1 Merchandise exports in October, amounting to See rvs 
Merchandise Importst.......... 215.3 ; 178.0 $323,000,000, were 18% above last year and . ete 
Cumulative year’s total f to..... . 30 Pese «Leos. 1,612.9 showed a normal seasonal gain of 14% over ee | = 

er SRO ap Sr apge = Taaen era —————|_ tember. Britain's imports from the U. S. droppe STEEL 

RAILROAD EARNINGS $8,000,000 in October; though her imports from | % of ; 
Total Operating Revenues*. .... 1st9mos.$2,862,080 ...... $2,573,535 | all other countries rose $55,000,000 Adal 
Total Operating Expenditures*. ./1st9 mos. 2,141,495  ...... 2,015,317 | hci Sak ‘CAPITA 
OE Oa 1st9mos. 266,677  ...... 255,414 ite | (m) we 
Net Rwy. ae Income*...|1st9mos. 355,010 _......... 205,445 ‘ an 
Operating Ratio %...........- 1st'9 mos. oh in Aes 78.31 Owing to rapidly rising factory production, 

Rate of Return %.............. 1st 9 mos. Bt 7S 2A 1.10 carloadings are currently declining at a some- 1 

BUILDING Contract i aati: (k).| Oct. $961.8 $393.9 $357.7 what less than normal seasonal rate. Carriers planto Total C 

F. H. A. Mortgages ask the |. C. C. for permission to extend present | @ | Gas Fu, 
Selected for Appraisalf........| Oct. 99.2 91.7 97.5 low passenger fare experiment for about nine |@ | Gude—- 
Accepted for Insurancet........ Oct. 74.2 62.0 64.6 months beyond Jan. 24, 1940. Gude— 
Premium Payingt............-- Oct. 61.1 53.4 58.4 ee Basolis 

Building Permits (c) are 
OS a eh <a a ae Oct. $97.4 $84.5 $77.0 It is estimated that 300,000 new dwelling units term trend 
ie fe er Oct. 20.5 18.7 20.1 will be constructed this year, compared with 400, Dept. of 
Total, U.S.f.......----000-+- Oct. 117.9 103.2 97.1 | 000 in 1929, and that all construction in 1940 Chain Sto 

Engineering Contracts (En){..... f 245.1 209.3 235.9 will top 1939 by 7%. he 
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PRESENT POSITION AND OUTLOOK 












































ingot Production in tons*®....... | Oct. 5,394 4,231 3,106 
Pig Iron Production in tons*....| Oct. 3,628 2,879 2,052 
Shipments, U. S. Steel in tons*. | Oct. 1,219 985 663 
 _ 
AUTOMOBILES 
Production 
Factory Sales............----- Oct 313,377 188,751 209,512 
Total 1st 10 Months........... 4939 2,715, 282 ie 1,728,326 
Retail Sales | 
Passenger Cars, U.S. (p)......-.. 1st 10 mos.2,170,043 i... . . 1,464,051 
Macks Uti. cratic ts seen st9mos. 370, (079 i Spee 296,483 
pAPER PAPER (Newsprint) 
Production, U.S. & Canada * (tons). . Oct. 359.6 330.5 327.7 
Shipments, U. S. & Canada* (tons).; Oct. 368.6 345.6 327.3 
Mill Stocks, U. S. & Canada * (tons). | Oct. 208.5 217.9 214.9 
LIQUOR (Whisky) 
Production, Gals.¥.............. Oct. 7,074 4,985 8,119 
Withdrawn, Gals.*.............. | Oct. 8,550 6,793 8,153 
Mmeks GAGE I 8s oincttic be sete s | Oct. 469,173 472,499 466,355 
GENERAL | 
Paperboard, new orders (st). ..... 7 Oct. 497,834 628,272 370,453 
' 
Railway Equipment Orders (Ry) 
DRCOG a. coco eos esl Oct. 34 52 29 
giant Canes (iscsad sel cine ita ol Oct. 11,220 24,231 2,435 
Passenger CaS. 2... ¢ 05. fsa soe Oct. 28 3 None 
Cigarette Productiont............ Oct. 15,384 14,790 13,264 
Bituminous Coal Production * (on). Oct. 45,255 38,150 34,989 
Boot and Shoe Production Prs. * Oct. 35,000(pl) 35,902 35,012 
Portland Cement Shipments*®......| Oct. 12,830 13,104 12,357 
Oct. 916 758 997 





Commercial Failures (c)........... 





WEEKLY INDICATORS 





Retail deliveries of automobiles, exclusive of 
Chrysler whose plants are still strike bound, during 
the first ten days of November were 40% ahead of 


the like period last year. Production of all makes 
in October were about on a level with retail sales, 
leaving field stocks of new cars unchanged. An 
official of the A. M. A. estimates that 37,000,000 
cars and trucks will be on the roads in 1960, against 
30,000.000 at present. 


Shoe output in October is estimated at 55,- 
000,000 pairs, about on a level with last year; 
and in November at approximately 29,000,000, 
compared with 30,000,000 pairs a year ago. 
This would bring production for 11 months up to 
385,000,000 pairs, compared with" 361,000,000 
in the like period of 1938. 

& 


. oe 











The new Index of machine tool activity, cover- 
ing about 60% of the industry, places production 
in October at 84.9% of capacity, compared with 
74.6% in September and the year's low of 52.5% 
in January. Exports of bituminous coal in Sep- 
tember were 50% above last year, compared with 
a nine-months’ decrease of 4%; while Anthracite 
exports ncreased 210%, against 38% for nine 
months. North American newsprint stocks on 
Nov. 1 were 3% above last year. 
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i Latest Previous Year ES aT sal 
| Date Week Week Ago PRESENT POSITION AND OUTLOOK 
M.S. W. INDEX OF BUSINESS = 
a ACTIVITY 1923-25—100...... Nov. 18 96.Apl) 97.3 84.9 Electric power cutintt conttiinid ta katanl 
‘ELECTRIC POWER OUTPUT at a somewhat better than normal seasonal rate, 
RON alas Gath oe aie seer | Nov.18 2,514 2,514 2,270 es esa Aer — pape mt 
TRANSPORTATION in on the utility industry under the flag of na- 
Earloadings, total.............5.- Nov. 18 771,404 785,961 657,066 tional defense. 
| x “7 = 
Nia a. <a Alone a deo i bh Se ey Nov.18 36,897 37,697 36,117 
MR bes elt. 5 a uo a eget | Nov.18 151,046 155,671 133,188 The steel operating rate continues to make 
meerorest Products.....:............ | Nov.18 35,612 35,823 28,556 new high records and leading steel interests insist 
| Manufacturing & Miscellaneous... . | ~~ 18 316,195 315,242 267,223 | that the bulk = yore ones is going into con- 
COL: RMR Sch ies eon so ov.18 158,028 156,735 153,991 | sumption with relatively small expansion in in- 
| | Se 77 aa —————|_ ventories. Net profit per ton for 15 large steel 
STEEL PRICES | companies during the third quarter averaged $1.80, 
Pig Iron $ per ton (m)..........-- Nov. 21 22.61 22.61 20.61 | against $0.70 in the second quarter. Earnings of 
Scrap $ periten (m).<< 03. se os | Nov. 21 19.58 19.83 15.00 | some companies in October were more than 
__ Finished ¢ per Ib. (m)....----. +++) Nov. 21 __ 2.236 (2.236 2.286 | double their September eamings. The industry 
| is benefiting from rising average prices as low- 
"hol bi ei (m).. | Nov. 25 93.5 93.5 61.5 priced tonnage is worked off, and from lower unit 
| Pay _ pena pucks Bi acd Dk Z overhead costs under the high rate of operations. 
CAPITAL GOODS ACTIVITY Incoming orders are only a little below shipments; 
| (m) week ended. iy Rae Re cals Nov. 18 99.9 99.5 77.7 so that not much progress is being made as yet in 
‘PETROLEUM 7 cco a — 7 | reducing backlogs. 
| ~ * . 
| Average Daily Production bbis.*..; Nov. 18 3,592 3,797 3,256 | Although total demand for gasoline is esti- 
_ Gude Runs to Stills Avge. _.". | Nov.18 3,515 3,536 3,244 | mated currently at 10% above last year, October 
Total Gasoline Stocks righ Bengt ee | Nov. 18 73,696 73,271 69,423 | exports of petroleum and its products were only 
| Gas Fuel Oil Stocks, bbls.*.......| Nov. 18 107,794 108,057 119,301 | 49.4% above last year, compared with an increase 
Crude—Mid-Cont. $ per bbl...... Nov. 24 1.02 1.02 1.02 | of 16.5% in September. War demands were at 
Crude—Pennsylvania $ per bbl...... Nov. 24 1.88 1.88 1.28 | fist expected to treble exports 
: i | 
Gasoline—Refinery $ per gal...... | Nov. 24 0.06¥ 0.06% 0.0614! 
t—Millions. *—Thousands. (a)—Federal Reserve 1923-25—100. (b)—Federal Reserve Bank of N. Y. 100%—estimated long | 
term trend. (c)—Dun & Bradstreets. (cm)—Dept. of Commerce estimates of income paid out. (d)—Nat. Ind. Conf. Bd. 1923—100, (e)— 
Dept. of Agric., 1924-29—100. (ee)—Dept. of Agric., 1909-14—100. (En)—Engineering News Record. (f)—1923-25—100. (g)— | 
Chain Store Age 1929-31—100. (h)—U.S.B.L.S. 1926—100. (j)}—Adjusted—1929-31—100. (k)}—F. W. Dodge Corp. (m)—Iron | 
Age. (n)—1926—100. (n. i. c. b.)—Nat. In. Conf. Bd. 1936—100. (p)—Polk estimates. (pl)—Preliminary. (r)—Revised. (Ry}—Rail- | 
way Age. (s)—Fairchild Index, Dec., 1930—100. (st)—Short tons. 
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e.,e 
Trend of Commodities 
————— 
Comment on commodity prices has of necessity reverted several argicultural commodities have held a substantig copPt 
t ies of + d repetiti rts to th rtion of their early September gains. This is parti Price 
oOo a series Of MonoTOoNous an repetitious repo s TO e portion o er early ep ember gains. Is is parti D 
effect that prices continue to move within a very circum- true in the case of non-ferrous metals, rubber, wheat Ex: 
scribed area. Such trend as has been seen appears to have cotton. The Bureau of Agricultural Economics, which hy Refin: 
been downward, according to representative indexes made been more often right than wrong in its forecasts, predict Refin 
up of a variety of commodities. At least one of these that wholesale commodity prices next year will average af Refin 
indexes is now at the lowest point in two months. Actually, _ least slightly higher than in 1939, a view which appears to be Refin 
however, most of the principal industrial commodities and shared by most purchasing agents. oom 
efin« 
TIN 
Price 
Tin PI 
Worl 
WS. 
U. S. 
LEAD 
Price 
2 J.-S. 
5 U.S. 
FI Stock: 
x 
8 ZINC 
“ bed ge Price 
: i” U.S. 
WHOLESALE PRICES Be xJ,.9. 
——— | cee Stock: 
| | SILK 
19 ‘20 21 34 re MI LASONDIFMAM ISAS OND, Pice 
Changes in Major Commdoity Price Groups fer the Fortnight Ended Nov. 18, 1939 Visib| 
down 0.2 Metal 96.1 i. 
ne change 92.9 é RAYO 
down 1.0 Chemical... . 77.8 R Pri 
no change Housefurnishings.................. 89.7 x sacl 
up 0.1 Miscellaneous. . 78.2 a Consu 
Stock: 
WOOL 
Price | 
Latest Previ 
ie. i cone aah PRESENT POSITION AND OUTLOOK HIDES 
ae Price « 
COTTON | Cotton. Prices continue buoyant under the ge 
Price cents per pound, closing influence of record breaking mill activity and a i 
8.52 8.50 E substantially reduced quantity of ‘‘free’’ cotton. RUBBE 
December : 9.78 9.87 The N. Y. Cotton Exchange estimates ‘‘free’’ stocks Price 
9.82 9.88 g | for the current season at 13,760,000 bales, while Manos 
(In bales 000’s) the Department of Agriculture concedes the possi- a 
Visible Supply, World : (X) (X) | bility that domestic consumption may exceed the Stocks 
Takings, World, wk. end ; (X) (X) | record breaking level of 1936-7, which was just Tire P; 
Total Takings, season Aug. 1 to.... (X) (X) short of 8,000,000 bales. Exports of 5,000,000 Tire SI 
Consumption, U. S y 687 625 bales are well within the realm of possibility. These Tire In 
Exports, wk. end ; 171 78 figures open the possibility that cotton may begin 
Total Exports, season Aug. 1 to.... 2,165 1,993 to come out of the Government loan account. Of coco. 
Government Crop Est : 11,845 11,928 11,943(ac)| the latter, only 4,000,000 bales could be released Price « 
Active Spindles (000's) 22,659 22,232 22,113 at prices between 9.70 cents and 10.50 cents a ‘Anive 
pound. Wareh 
WHEAT oe ne 
i bu. Chi. closi 
jeg - ee ; 8814 881 61% Wheat. Drought conditions in the winter COFFE! 
853, 8534 6415 wheat belt are reported to be the worst in history and Price « 
Exports bu. (000's) since July 1 to. : 45,276 42,865 75,379 | it is expected that the December 1 Government pe" 
Exports bu. (000’s) wk. end 2,411 2,664 3,960 reports will indicate the condition of the current +o 
Visible Supply bu. (00's) as of. . 129,981 132,967 125,648 | ‘crop to be one of the poorest on record. The SUGAI 
Gov't Crop Est. bu. (000's final)... 739,445 930,801(ac)} market, however, has been in the doldrums appar- Pi 
ently unwilling to cast off the bearishness occa- rice ¢ 
CORN sioned by the huge world stocks. = 
Price cents per bu. Chi. closing ie. U. ¢ 
December .25 5014 501% ATH, y S, / 
May . 25 523% 523 515% Corn. The Government loan figure has been — 
Exports bu. (000’s) since July 1 to. .18 5,196 4,781 417,158 set at 57 cents, the same as last year. Supplies are aa_— 
Visible Supply bu. (000’s) as of. .. 18 33,613 31,011 42,355 up 8.5 per cent over last year but may be cut by aay 
Gov't Crop ; Est. bu. (000's) -1 2,591,063 2,532,417 2,542,238(ac)| the loam. Exports have recently revived. Ielined. 
DECEMI 
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Date 


Latest 


Previous 


Wk. or Mo. Wk. or Mo. 


Year 
Ago 


PRESENT POSITION AND OUTLOOK 








COPPER 
Price cents per Ib. 
Domestic | 
Papo, 8. We Fi c'n's fe cies 2 
Refined Prod., Domestic (tons) 
Refined Del., Domestic (tons). .... 
Refined Stocks, Domestic (tons)... . | 
Refined Prod., World (tons) 
Refined Del., World (tons) 
Refined Stocks, World (tons) 


12.50 
13.00 
57,339 
59,681 
316,543 
158,236 
181,487 
490,419 


12.50 
13.00 
61,719 
53,573 
335,017 
173,205 
180,433 
513,670 


139,483 
177,580 
523,196 





TIN 
Price cents per Ib., N. ¥ 
Tin Plate, price $ per box 
World Visible Supply t as of..... 
U. S. Deliveriest 
U.S. Visible Supply ft as of 


541 
5.00 
38,206 
6,040 
23,886 


51% 
5.00 
31,168 
5,050 
13,494 


45% 


5.00 
38,945 
4,960 
9,302 


| 


| 
| 
| 
| 








LEAD 
Price cents per Ib., N. ¥ 
U. S. Production (tons) 
U. S. Shipments (tons) 
Stocks (tons) U. S., as of 


5.50 
42,563 
66,060 
73,963 


5.50 
39,359 
59,889 
97,473 


5.10 
31,843 
45,726 

117,476 





ZINC 
Price cents per Ib., St. Louis 
U. S. Production (tons) 
U. S. Shipments (tons) 
Stocks (tons) 'J. S., as of 


6.50 
50,117 
73,327 
72,405 


6.50 
42,295 
69,424 
95,615 


4.75 
36,740 
43,355 

124,128 





SILK 
Price $ per Ib. Japan xx crack 
Mill Dels. U. S. (bales), season to.. 
Visible Stocks N. Y. (bales) as of. . 





3.37 
96,098 
27,760 


3.41 
59,229 
25,060 


| 
| 


1 16%) 


109,941 
40,711 





RAYON (Yarn) 
Price cents per lb 
Consumption 
Stocks as of (a) 


53 
329 
13.0 


53 
31.3 
18.9 


51 
33.1 
34.6 





WOOL 
Price cents per Ib. tops, N. ¥ 


145 


1.1514 


| 


| 
821/| 





HIDES 
Price cents per Ib. No. 1 Packer... 
Visible Stocks (000's) as of 
No. of Mos. Supply as of 


14.00 
42,553 
6.5 


14.00 
12,627 
6.8 


12.00 
13,154 
6.8 


| 
| 





RUBBER 
Price cents per Ib 
PRROHS JUS aoT eo hatiiee ceuiaekes 
Consumption, U. Sif... ... 660000. 
Stocks U. S. as of 
Tire Production (000's) 
Tire Shipments (000's) 
Tire Inventory (000's) as of 


20.50 
41,250 
55,764 

133,183 

5,431 

5,188 

8,657 


20.08 
41,939 
50,150 

150,171 

5,007 

5,621 

8,364 


15.55 
34,496 
42,850 

259,074 

4,183 

4,126 

8,237 





COCOA 
Price cents per Ib. Dec 
Arrivals (thousand bags) 
Warehouse Stocks (thousand Ibs.). . 


5.24 
467 
1,046 


4.95 
202 
1,052 


4.39 
186 
914 





COFFEE 
Price cents per Ib. (c) 
Imports, season to (bags 000's) 
U.S. Visible Supply (bags 000’s). . 


%, 
4,255 
1,977 


TY, 
2,931 
1,460 


8H 


4,446 
1,448 





SUGAR 

Price cents per Ib. 
Nov. 25 
Refined (Immediate Shipment)...| Nov. 25 
U. S. Deliveries (000's)* 


U.S. Stocks (000's)* as of (rr) Oct. 31 


SS 
—— = = == 





1st 10 mos. 


3.00 

4.80 
5,816 
701.1 


3.00 
4.55 
5,450 
700.2 





Copper. Available copper for nearby de- 
livery is very scarce. Prices for such limited sup- 
plies as are to be had are being listed at 1314 
cents, Connecticut. Export prices have displayed 
increasing firmness. Fabricators are operating at 
top speed. Opposition to the proposed reduction 
in the 4-cent tariff is increasing giving hope to 
domestic producers that the idea may be dropped. 

* * * 

Tin. Limited supplies of spot tin and renewed 
uncertainties in the shipping situation have com- 
bined to raise spot prices. Tin scheduled for ar- 
rival in December totals about 13,000 tons of 
Straits, but offerings of tin afloat have recently 
been withdrawn. 

* 7 * 

Lead. Consumption of lead in October to- 
taled 66,060 tons, a new high monthly record 
since 1929. Stocks, as a result dropped 23,510 
tons to 73,963 tons. Production increased only 
3,204 tons. November sales will show some de- 
cline but the bulk of recent business is entering 
directly into consumption. Fear of heavy Mexico 
imports is holding prices down. 

* *. * 

Zine. Policy of holders to hold down inven- 
tories as year-end nears has restricted sales. Con- 
sumption, however, is active and shipments are 
being well sustained. 

* 


Silk. Prices continue to hold near their cur- 
rent highs. Consumption in Japan is rising and 
will probably continue to do so, reflecting import 
restriction on other textiles. Trade estimates place 
November domestic consumption at from 34,000 
to 38,000 bales, which would compare with 41,- 
858 bales in October and 41,599 bales in 
November, 1939. 


* * * 

Wool. Several plans are reported in the pro- 
cess of formulation designed to insure domestic 
wool processors adequate supplies next season. 
With the entire Australian wool clip impounded 
by Great Britain, a supply greatly in excess of 
Britain's needs, such proposals must provide sub- 
stantial assurance that supplies released to the 
United States will not be exported to Germany. 

7 * > 


Hides. Prices have been strong on the eve 
of heavy seasonal buying by tanners and manufac- 
turers. The future status of Argentine hides is the 
big question mark in the outlook, some traders 
being fearful that with Germany out of the market, 
Argentine hides may be diverted to the United 
States to the detriment of the present strong sta- 
tistical position of the domestic product. 

> 


7 “ 

Rubber. Coincident with the report that 
domestic consumption of crude rubber set a new 
all-time monthly record, announcement was made 
that the International Rubber Regulation Com- 
mittee had set first quarter quotas at 80% of basic. 
Recent heavy shipping losses have given rise to 
renewed fears of a shortage of cargo space and 
prices have displayed strength, recently advancing 
to within 2 points of the September high. 

* o * 


= - 


Sugar. Domestic futures swung sharply up- 
ward at the close of the past week. Rumors were 
abroad of an impending reduction in the Cuban 
duty, and the reinstatement of quotas next year. 
Neither, however, had any confirmation and sugar 
remains statistically vulnerable. 











t—Long tons. *—Short tons. 





ae 


(a)}—Million pounds. 
telined. (X)—No foreign statistics allowed to be sent from abroad because of war conditions. 


(ac)—Actual, 


(c)—Santos No. 4N. Y. 


(pl)}—Preliminary. (rr)—Raw and 
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Money and Banking 





Latest Previous Year 


Pe Week Week PRESENT POSITION AND OUTLOOK 
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INTEREST RATES ] COMMENT 

Time Money (60-90 days) Nov. 25 1%4% 1%4% Continuing their policy of liquidating holdings 

Prime Commercial Paper Nov.25 1% | of government bonds, Federal Reserve Banks 

‘ Nov. 25 1% % | in the latest week sold Treasury bonds and notes | 
Re-discount Rate, N. ¥ | Nov. 25 Fie. So le : totaling $27,932,000, compared with $16,895, 

Hi a: | 000 the preceding week. Treasury bills totaling | 
a amen ttt Ne fe Boe .18 3,272 | $28,000,000 were permitted to mature without | 

Cumulative year's total to .18 112,867 104,530 replacement, resulting in an aggregate reduction of | 

Bank Clearings, N. ¥ .18 3,679 3,728 | $55,932,000 in government holdings, compared | 

Cumulative year's total to 218 155,112 158,857 | with a drop of $37,500,000 in the previous week. 

F. R. Member Banks | Last June when the Reserve Banks first started The Pe’ 
Loans and Investments .15 23,014 21,335 | their policy of _non-replacement of maturing answer | 
Commercial, Agr., Ind. Loans... . 215 4,362 3,894 Treasury bills, their total holdings of governments in whicl 
Brokers Loans 15 588 715 amoonted to $2,564,000,000. At the outbreak This se1 

of the war Reserve Banks’ market supporting dollars i 


| 
| 
| . in U. S. Gov’ .15 8,725 8,140 | 
Invest. in U. S. Gov'ts ' ‘ operations added $470,000,000 of Treasury Giv 
| Other Securities Os 3,338 3,194 | bonds and notes to their portfolio, but the total | 








Invest. in Gov't Gtd. Securities. . . E45 2,402 1,678 
Demand Deposits.............. .15 18,604 15,720 | portfolio of governments at the present time is | Con 
Time Deposit 15. 5,256 5,137 529,000,0 

wey ene gn reflecting principally the reduction in Treasury env 


i k | 
New York City Member Banks 7,681 | bills. Holdings of the latter now total only $76, | If n 


Total Loans and Invest.......... . 22 8,930 f 
Comm'l Ind. and Agr. Loans....| Nov. 22 1,710 1,408 705,000, compared with $612,123,000, last | at s 


Brokers Loans Nov. 22 494 568 | year at this time. Be AR oe Risctal 1 
U.S. Gov't Nov.22 3,527 2,870 | : 
semeeteel <rep he oe New York City Member Banks reported an 


| 
| 

vi 't Gtd. Securities...| Nov.22 1,206 804 | 
| a ata lgg “egies + 99 1,194 / 4,057 | increase of $28,000,000 in loans to commerce, | 
| 
| 


only $29,000,000 higher than it was last June No 





Demand Deposits..............| Nov. 22 8,458 6,747 | industry and agriculture in their latest weekly | 
Time Deposits | : 667 599 __ statement. This substantial gain was reported to Be 


Federal Reserve Banks have reflected in a large measure increased bor- | 
Member Bank Reserve Balance...| Nov. 11,619 8,818 rowings by finance companies. Investments in Am en 
Money in Circulation : 7,434 6,763 | governments recorded a net gain of $12,000,000. Creamery 
ee IN Ha 17,257 14,240 | Demand deposits rose $202,000,000 to a new quarter en 


Treasury Currency..............| Nov. 2,942 2,767 record high. eee 150 share 
Treasury Cash Nov. 2,357 2,717 : i : Have pro; 
Sucais Reserves Nov. 5,170 3 350 Prospects of revival of new financing operations, SE eased 
ae —— — eae which have been stalled since the beginning of the ine sal 
Latest Year war, have brightened perceptibly. A number of | quarter n 
| NEW FINANCING (millions of $) Month Ago large utility refunding operations are scheduled for | Mich. 
Corporate Oct. 175.5 , 338.1 the near future, as well as several mew money | 
| New Capital Oct. 18.2 16.0 63.9 issues by prominent industrials at least two impor- For t] 
Refunding Oct. 157.3 74.2 274.2 tant pieces of railroad financing. 1939. ea 
| —— , 


| 
| — or 
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1939 Indexes 1939 Indexes the cor 

No. of | year bef 

Issues (1925 Close—100) High Low Nov. 18 Nov. 25 | (Nov. 14,1936 Close—100) High Low Nov. 18 Nov. 25 | per shai 
316 COMBINED AVERAGE 73.1 50.7 69.2 66.6 100 HIGH PRICED STOCKS... 72.77 53.58 68.86 67.22 i goainst 
| 100 LOW PRICED STOCKS.. 66.79 44.98 62.66 59.67 we 


5 Agricultural Implements... 119.9 81.4 107.8 101.7 | 2 Mail Order 93.0 69.2 92.2 90.7 months 
6 Amusements M32 26:8 300 29.3 .| 4 Meat Packing............ 65.4 41.5 60.7 58.3 Rado 
15 Automobile Accessories.. 97.2 55.2 92.3 88.9 14 Metals (non-Ferrous) 192.9 122.0 172.8 164.6 .* 
12 Automobiles 13.2 Gy Mea 14314 13.9 7.5 40.6. 130 company 
11 Aviation (1927 Cl—100). 212.1 128.2 201.0 188.0 | Ct Faoisui.....5..:3.... EO” as. ORS... Sa per shar 
3 Baking (1926 Cl—100)... 154: 1335..-124 120 | 18 Public Utilities 62:6 .44.9 56.7 S4e in Augu 
3 Business Machines 183.9 114.0 121.0 118.8 | 4 Radio (1927 Cl.—100). 2.0.30: 184 12.0 er sha 
9 Chemicals 123.7 168.0 164.7 || 9 Railroad Equipment....... 65.1 33.7 56.1 534 |g Per Shar 
20 Construction 5 27.7 361 341 | 22 Railroads 205 109 16.0 15.1 ceding fi 
5 Containers 6 165.0 233.6 227.3 | | a on an a this wa 
9 Copper & Brass ? 71.2 109.5 103.8 | 2 Shipbuilding. ............ 650. 454. 81.7 158 costs an 
2 Dairy Products : 23.6 30.2. 298 13 Steel & Iron 105.6 60.4 93.7 89.1 mately 1] 

8 Department Stores : 16.5 ~23.4 224 | Si 39.0 13.3 263 262 : 

7 Drugs & Toilet Articles... f 40.4 47.9 45.8 | 176.3 113.0 168.1 163.5 ower se 
2 Finance Companies... .. - 0 219.4 265.2 262.1 | 3 Telephone & Telegraph.... 53.2 40.3 48.9 47.0 nod. Th 
7 Food Brands : O04 SOI 93844 4 Textiles 62.4 27.4 55.3 51.48 est don 
3 Food Stores J 33.3 48.6H 48.1 A Tires & Rubber........... 20.0: 13.0 15.8 15.4 products 
4 Fumiture & Floor Covering. . 7 Ad 4 58:5: 9° 592 4 Tokacco 86.5 76.2 83.3 84.2 h 5 
3 Gold Mining 2 884.6 987.6 954.9 4 Traction 39.1 21.9 35.5 37.5 | ranche: 
6 Investment Trusts 19.2 248 24.5 4 Variety Stores 255.8 189.3 255.8H 247.0 | than ha 
4 Liquor (1932 Cl.—100)... . 133.0 163.4 159.3 20 Unclassified (1938 Cl—100) 112.0 73.1 989 969 | to come 
9 Machinery , 83.3 1164 113.0 = ice creat 
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The Personal Service Department of Tue MacGazine or Wauu Srreer will 
answer by mail or telegram, a reasonable number of inquiries on any listed securities 
in which you may be interested or on the standing and reliability of your broker. 
This service in conjunction with your subscription should represent thousands of 
dollars in value to you. It is subject only to the following conditions: 


1, Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities. 
3, No inquiry will be answered which does not enclose stamped, self-addressed 
4. 


envelope. 


If not now a paid subscriber use coupon elsewhere in this issue and send check 
at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





Beatrice Creamery Co. 


Am encouraged by report of Beatrice 
Creamery Co.’s gain in earnings figures for 
quarter ended August 31, to continue holding 
150 shares for the common bought at 25. 
Have profit margins on dairy products been 
increased lately? Will seasonal drop in ice 
cream sales affect earnings during current 
quarter materially? —Mrs. V. R., Moline, 
Mich. 


For the quarter ended August 31, 
1939, earnings of Beatrice Creamery 
were only moderately better than for 
the corresponding quarter of the 
year before, the equivalent to $1.57 
per share being shown this year as 
against $1.46 per share last year. 
However, results for the first six 
months of the current fiscal year 
made a better comparison and the 
company reported earnings of $2.17 
per share for the six months ended 
in August of 1939, as against $1.73 
per share in the first half of the pre- 
ceding fiscal year. To a large extent, 
this was due to lower ingredient 
costs and a gain in sales of approxi- 
mately 10%, which tended to offset 
lower selling prices during that pe- 
tiod. The company is the third larg- 
est domestic distributor of dairy 
products, and operations embrace all 
branches of the dairy industry. More 
than half of earnings are believed 
to come from sales of fluid milk and 
ice cream, about one-quarter from 
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butter and the rest from cheese, eggs, 
poultry and cold storage operations. 
About two years ago the company 
began marketing a casein paint and 
also started the sale of frozen fish 
and seafoods, which it has extended 
to fruits and fruit juices, poultry, 
meat and other foods since that time. 
These activities contribute only 
moderately to earnings at this time, 
of course, but have interesting longer 
range profit possibilities. For some 
time ahead milk, ice cream and but- 
ter will continue to account for the 
major portion of income. Seasonally 
lower ice cream sales may be detri- 
mental to earnings to some extent, 
but it is believed that generally 
higher levels of consumer purchasing 
power will result in increased sales 
of the company’s other dairy prod- 
ucts of such proportions as to more 
than offset any declines in ice cream 
sales. Accordingly, earnings for the 
full year should show at least mod- 
erate improvement. Profit margins 
should be well maintained over com- 
ing months, since adequate supplies 
do not indicate any sharp increase 


in prices during the near term. 
Finances have been maintained in a 
very satisfactory position and the 
latest balance sheet disclosed cash 
alone well in excess of total current 
liabilities. Capitalization is fairly 
simple, the 378,040 shares of com- 
mon stock being preceded only by 
96,617 shares of $5 cumulative pre- 
ferred stock. Dividends will likely 
be continued at about current levels 
and in consideration of current and 
prospective earnings and the finan- 
cial strength of the company, some 
extra before the year-end is a possi- 
bility. These shares have moderately 
good appreciation possibilities and at 
current levels return a reasonable 
yield. In our opinion, retention is 
warranted. 


American Home Products 


Do your analysts feel that there should be 
further price improvement in American Home 
Products stock? I currently show a profit on 
120 shares at 5014 and would like to know 
whether to continue holding. Has the com- 
pany found its new line of baby foods profit- 
able? How about recent additions in the drug 
line?—Dr. J. J. D., Dover, Del. 


American Home Products is the 
second largest domestic manufac- 
turer of proprietary drugs, cosmetics, 
baby food and household products. 
Output of the company is quite ex- 
tensive and well diversified, so much 
so that it is believed that no one 
item contributes more than 20% to 
total sales. Products of the company 
include such well known names as 
Kolynos Toothpaste, Anacin, Bi-So- 
Dol, Freezone, etc. To this list was re- 
cently added the well known Clapp’s 
Baby Food and it is believed that 
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this new item has been found to be 
quite profitable. Sales and earnings 
of the medicinal products have been 
rather stable and sales of cosmetics 
and other lines should be at higher 
levels over coming months as a re- 
sult of improved consumer purchas- 
ing power. Earnings have, in fact, 
shown a quite satisfactory increase 
so far this year, results for the nine 
months ended September 30, 1939, 
being equivalent to $3.83 per share 
as against $2.62 per share for the 
similar period last year. While busi- 
ness of the company is worldwide, 
foreign sales account for only about 
15% of the total and though unsat- 
isfactory exchange conditions may 
work to the company’s detriment, it 
is not believed that possible losses 
therefrom will be large enough to 
importantly affect earnings and full 
year results should be measurably 
improved over the $3.75 per share 
reported for 1938. Finances have 
been maintained in a consistently 
strong position and current dividend 
rates will likely be maintained, with 
the possibility of an extra before the 
year-end. We feel that your present 
commitment may be held for the 
reasonable and secure income which 
is afforded and for the longer term 
growth possibilities which these 
shares possess. 


Cerro de Pasco Copper Corp. 


Has Cerro de Pasco properties in any other 
country than Peru? Has the fact that prin- 
cipal production is in South America been u 
disadvantage in shipping foreign buyers? Also, 
can you tell me whether production of silver 
and bismuth is a considerable part of this 
company’s business? I have been holding 75 
shares at 751 for some time. What action 
do you recommend?—P. V.L., York, Pa. 

The mining properties of Cerro de 
Pasco Copper Corp. are located in 
Peru. The company is one of the 
larger copper concerns, and output 
also includes lead, zinc ccucentrates, 
gold, silver and bismuth. S)iver and 
copper are the most important, to- 
gether accounting for normally about 
70% of sales. Bismuth is believed to 
represent only a small proportion of 
total output, but its sale, together 
with gold and silver, provides a rela- 
tively stable source of revenue. Since 
Cerro de Pasco’s output is mined in 
Peru, the company has been prac- 
tically shut out from the American 
market by the copper tariff. Conse- 
quently, the loss of German markets 
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and the fact that British Empire 
production is expected to take care 
of Allied requirements for some time 
ahead, does not make for an overly 
optimistic attitude toward earnings 
of the company over the near term. 
In addition, while the concern’s re- 
lations with the Peruvian govern- 
ment have thus far been satisfactory, 
the Presidential election in that 
country this year may cause a 
change in policy toward foreign in- 
vestments. This naturally injects a 
certain amount of uncertainty into 
the outlook. Moreover, higher ship- 
ping costs are obviously not to.the 
company’s advantage. Under these 
conditions, it is not expected that 
earnings for the current year will 
show any great change from the 
$1.77 per share reported for 1938. In 
spite of the only moderate earnings 
reported last year, the company de- 
clared dividends of $4 per share for 
the year and disbursements have 
continued at that rate so far this 
year, but they cannot be considered 
as secure until earnings have recov- 
ered to more satisfactory levels. 
While the near term outlook for this 
company is admittedly not entirely 
optimistic, its relatively good record 
over a period of years, coupled with 
its strong financial position and its 
rich and extensive properties, leads 
to the belief that considerable bet- 
terment could be shown on a return 
of world trade to more normal con- 
ditions. We feel, therefore, that 
while considerable patience may 
have to be shown, longer term hold- 
ings need not be disturbed at this 
time. 


Cutler-Hammer, Inc. 


Could you advise me with regard to a 
block of 200 shares of Cutler-Hammer which 
I bought at 28? Has the increase in con- 
struction activity improved sales ef the com- 
pany’s electrical control devices? In your 
September 9th issue you stated that the com- 
pany has the type of background which would 
lend attraction in a period of business recov- 
ery. Does this mean you would still counsel 
holding?—Mrs. F. X. H., Memphis, Tenn. 

Cutler-Hammer, Inc., holds a 
commanding position in the field of 
electrical control devices, such as 
motor starters, speed regulators, heat 
regulators, magnetic clutches and 
brakes, switch boxes, wiring devices 
and a host of related products. Since 
output is sold widely to the steel, 
textile, paper and various other basic 


industries, sales and earnings a 
to rise and fall with the level of ge 
eral industrial activity. After fg 
years of profitable operations, a |g 
equal to 46 cents per capital sha 
was incurred in 1938 as against ; 
tual earnings of $1.93 per share 
1937. The 659,998 shares of no » 
value capital stock enjoys sole ¢ 

on the assets and earnings of 
company. The balance sheet ¢ 
June 30th last revealed an exceg 
ingly strong working capital pe 
tion. Current assets, including cag 
and marketable securities of abou 
$670,000, amounted to $4,074,804 
while current liabilities totaled only 
$389,586. Operations expanded com 
siderably in the first nine months 
the current year with the result thal 
net income advanced quite sharply 
to the equivalent of 62 cents a shan 
as against a loss of 37 cents a shan 
in the January-September interval 
of 1938. A continued high level of 
industrial activity and widening 
profit margins as a consequence 6 
rising volume, will probably be re 
flected in further measurable earn! 
ings betterment over coming months: 
Dividends were resumed with the 
payment of 25 cents a share made! 
on September 15th last and further 
distributions from time to time are 
anticipated. The relatively good 
earnings outlook warrants continued 
speculative retention of your shareg 
at this time. j 


J. C. Penney Co. 


Do you still feel optimistic about prospect” 
for J. C. Penney stock? Purchased 50 shares 
at 88 early this summer of THe Macazinl 
recommended the stock Should I continue to 
hold on or take a profit? Has the company” 
added many additional stores in recemt 
months? Would appreciate your latest opm 
ion.—G. F. G., Las Vegas, N. M. k 


J. C. Penney Co., operating some) 
1,500 stores in practically all sta 
of the Union, is one of the leading” 
units in the junior department store: 
field. More than half the units are 
located in western agricultural req 
gions. A wide variety of low to me 
dium priced merchandise, such ag 
men’s, women’s and children’s cloth* 
ing and shoes as well as drygoods 
and miscellaneous lines, are sold for 
cash. Sales and earnings trend wit 
consumer purchasing power, partic? 
ularly that of the rural areas. The 

(Please turn to page 257) 
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- The Investor's Stake in 
Peace 





(Continued from page 209) 


| Reconstruction Finance Corporation, 
- the Securities Exchange Commission 
"and the Export- -Import Bank.” Leg- 
_ islation is already on the books en- 
" abling the Government in time of 
"emergency to close the security ex- 
‘changes and the banks as well. 
“Moreover, new security issues may 
" be prohibited; at the very least, no 
new issue will be floated without full 
“government approval. Interest and 
"insurance rates will likewise be dic- 
‘tated from Washington. 
- Such, in brief, is a preview of busi- 
' ness and investment in the next war. 
| Under enabling legislation to be en- 
acted pursuant to the Mobilization 
' Plan, and under the hundred-odd ex- 
_ isting laws vesting extraordinary 
' emergency powers in the President, 
| economic activity and everyday life 
| will be laced in a military corset for 
| the duration. And perhaps for 
' longer than the duration for what 
| will come after the war no one can 
‘tell. Speaking of our 1917-18 ad- 
' venture, Herbert Hoover has said 
| “If that war had been a long war, 
' economic demobilization would have 
| been even more difficult. But even 
" as it was, had it not been for a great 
| believer in free enterprise—Wood- 
| row Wilson—it would not have been 
| demobilized.” War, if it comes, will 
' be bad enough; the ensuing peace 
| may be worse. 





Industry Appraises Its 
Outlets 





(Continued from page 206) 


' spending because of doubt whether 
_ the higher income will continue. 
P There i is a similar lag in the produc- 
_ tive spending of the higher farm in- 
' Come that has resulted from higher 
© agricultural prices since outbreak of 
_ the war. 
_The cumulative stimulation of a 
| Msing national income will almost 
certainly be felt over the next three 
_ or four months at least, and business 
| indexes which reflect distribution and 
_ trade as well as production—as does 
- the per capita business index of this 
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publication—are likely over the next 
several months to present a more 
hopeful picture than indexes whicl. 
reflect only production, such as the 
Federal Reserve Board index. 

In short, we may be close to the 
maximum rise in industrial produc- 
tion but we do not yet appear to be 
at the peak of general recovery in 
business activity. 





Recovery Laggards 





(Continued from page 237) 


wheat prices. Appreciably higher 
earnings for the group do not seem 
to be in the cards within the near 
future. Though the drug companies 
are typically poor earnings perform- 
ers in comparison with most other 
groups in a period of sharply rising 
business activity, Bristol Myers 
called special attention of its stock- 
holders to the foreign exchange situ- 
ation in September. Though only 
5% of the company’s business is 
done abroad, transfers of funds from 
Europe apparently entailed consid- 
erable sacrifice from former parity 
levels. 

Spiegel was a _ disappointment 
among the mail orders in view of the 
excellent showings of Sears and 
Montgomery Ward. Spiegel’s sales 
have been lagging considerably and 
the company is apparently losing 
ground to its larger competitors 
whose more liberal credit terms this 
year have brought gratifying results. 

Wesson Oil and_ Snowdrift’s 


profits were rather severely re- 
stricted by declining cottonseed oil 
prices which, in turn, reflected ex- 
cessive output of competitive hog 
lard: As a result of the war, how- 
ever, the company’s prospects are 
much improved. 

Mathieson Alkali was the only one 
of the major chemicals to report a 
decline in net last quarter and Na- 
tional Cash Register was more 
sharply affected by the outbreak of 
hostilities abroad than others in the 
office equipment field. General sal- 
ary cuts were made by the company 
in anticipation of curtailed foreign 
business on which it has long been 
heavily dependent. 

Price troubles beset the liquor 
companies, National Distillers put- 
ting into effect substantial reduc- 
tions in bonded whiskey prices dur- 
ing August. A protracted period of 
price adjustment appears to be in 
store for the industry. United Car- 
bon also is apparently still feeling 
the effects of depressed carbon quo- 
tations despite higher volume. 

In many of the foregoing in- 
stances, at least moderate improve- 
ment may be expected in coming 
months. Oils, finance companies 
and those special situations where 
operations were affected by influ- 
ences of a non-recurring nature 
should almost certainly make a bet- 
ter fourth quarter showing. But the 
storm cellar issues—the low-leverage, 
consumer necessity goods shares— 
cannot be expected to put on a very 
brilliant performance if the business 
rise continues and, particularly, if it 
continues at a rapid pace. 








. Labor Costs and Profits in 
the Motor Industry 





(Continued from page 217) 


considerably from the 1938 high, 
were still well above those for any 
other period since 1932. 

Needless to say, stabilization of 
hourly wage rates has been impor- 
tant in bringing about this result as 
has also the sharply higher produc- 
tion rate which, of itself, has con- 
siderably lowered the man-hour 
factor. Of significance, too, were 
lower raw material prices earlier this 
year though most if not all of the 
saving from this source is now being 
passed along to consumers in the 
form of lower selling prices. 

But there is also ample evidence 
that GM, together with the rest of 
the industry, still relies heavily on 
that old standby, technological im- 
provement, in the never ceasing war 
on costs. 

For short periods of time, violent 
fluctuations in either wage rates, raw 
materials or production figures can 
and will throw cost-price relation- 
ships out of kilter to the detriment 
of earnings. In the long run, how- 
ever, it is technological progress and 
new and better production methods 
that count most. Substitution of 
rotary shears for hand trimming, 
sprayed lacquer for slow drying 
enamel and the hand brush, butt 
welding for riveting and countless 
other innovations of the sort have 
had a greater lasting effect on the 
industry’s earnings than any of the 
many cyclical variations in labor or 
material costs. 





New Factors in American 
Can 





(Continued from page 227) 


facturers of machinery in the nation 
with an annual production far greater 
than that of most companies that 
concentrate in the field. This fact, 
together with the strategic location 
of the many plants throughout the 
nation, is of vital interest to the War 
Department. And by close co-opera- 
tion, plans have been developed for 
the transformation of these facilities 
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to a war footing should the need 
arise. 

Thus far, however, the war in 
Europe has had practically no effect 
on the company since it has no for- 
eign interests outside of Canada. 
Operations are at a high rate and 
with new fields opening the com- 
pany would have almost reached 
1937 levels were it not for the fact 
that it chose at this point to inaugur- 
ate a new price basing system for tin 
plate, and pay a rebate to its cus- 
tomers on 1939 purchases. It will 
cost the company about $1,800,000 
this year, but the new method tends 
to smooth out the inventory price 
—market price difficulties that the 
industry has had to contend with. 
Simply stated the plan is to estab- 
lish an “American Can” tin plate 
price at the first of each year which 
will be the ceiling price for the year. 
Insofar as the average cost of the 
metal to the company is less than 
this, rebates will be paid subject to 
a deduction of 10 cents per base 
box. Thus if the cost averages less 
than 10 cents below the “American 
Can” price there will be no rebates, 
while everything more than 10 cents 
goes to the customers. This step 
has practically eliminated any trend 
toward price rigidity, and will adjust 
inventory profits and losses largely 
automatically. 

In the early part of the year Am- 
erican Can sold a $10,000,000 issue 
of 234% bonds due in 1949 to its 
bankers. The funds thus raised are 
to finance the expansion of plants 
facilities made necessary by the 
widening of the paper container pro- 
duction operations. In addition to 
the bonds the capital structure con- 
sists of 412,333 shares of irredeem- 
able 7% cumulative par $100 pre- 
ferred stock and 2,473,998 shares of 
common stock. 

The major drop in sales volume 
last year as compared with 1937 was 
naturally in the general line can 
divisions since demand is far more 
volatile than in the packers line. As 
a result earnings per share last 
year after preferred requirements 
amounted to $4.35 against $6.08 for 
the year before. This year, with 
sales up considerably, but earnings 
subject to change in pricing methods 
and expansion expenses, the net per 
share is expected to rise slightly 
to around $4.75 per share. The $4.00 
dividend is regarded as secure, which 
on the basis of recent price levels 
of 112 means that the common stock 





is selling to yield about 3.57%. The 
7% preferred stock, although it js 
not subject to the danger of being 
called is still rather high priced, 
selling at 170 to yield 4.11%. The 
general status of the company js 
clear from the fact that the stocks 
are discussed on a definite yield 
basis. With rapid growth no longer 
a factor, American Can may be ex. 
pected further to consolidate its posi- 
tion and turn in steady earnings 
that will range with the general busj- 
ness trend, but not widely so. 





Are the Oils Over-Priced? 
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provides for a 50 per cent reduction 
on the tariffs and, of course, includes 
petroleum. The amounts covered by 
this agreement, however, are limited 
to 5% of the total domestic produe- 
tion of oil. The oil we ordinarily im- 
port from that country, incidentally, 
is heavier than domestic production 
and does not compete with our oils 
to any great extent. 

The winter months will see a rise 
in the amount of fuel oil sold since 
the number of oil burners in opera- 
tion throughout the nation has in- 
creased some 13% over last year and 
now is well over 1,000,000. Although 
nationally advertised brands of gas- 
oline are marketed by some twenty 
companies under fiercely competitive 
conditions which have kept the 
amount controlled by any one con- 
cern below 10% of the total, there 
is some evidence that cut-throat tac- 
tics are gradually disappearing. With 
the industry paying less attention to 
the published estimates of reserves 
and considering them in their true 
light as merely blocked supplies of 
oil rather than as total amounts 
available, the scarcity economy that 
has dominated will give way to 4 
freer picture. Waste is being re- 
duced constantly and as technolog- 
ical improvements are made in the 
processing of oil the difficulties at- 
tendant upon balancing supply and 
demand will be smoothed out. Then 
too, the long range expansion 
needs for oil will push the production 
and refining resources more towards 
their point of economic efficiency. 
This will of course mean that the 
companies will be able to operate 
more profitably in the treatment di 
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yisions as well as in the field produc- 
tion divisions. 

Current returns indicate that the 
net for 29 leading companies for the 
frst nine months of the year was 
475,726,676 or about 31% less than 
for the same period a year ago. Each 
successive quarter has, however, wit- 
nessed an improvement in the indus- 
try’s position, and the third quarter 
results are expected to be above last 
year. For the full twelve months, 
certain companies are expected to 
show earnings above last year, al- 
though most will have to be content 
with coming close to 1938 figures. 
Since the oil industry as a whole did 
not do badly throughout last year 
this performance is not to be re- 
garded as unimpressive. In view of 
the shut-down and other difficulties 
that were met in the early part of 
this year, it is in fact a good showing. 

The important point though, is 
that the industry will probably start 
the new season of heavy demand 
next March with a slightly top-heavy 
inventory position as far as gasoline 
alone is concerned, but with a fairly 
strong statistical background other- 
wise. Given the continuance of the 
present business and industrial up- 
swing the forward trend will most 
certainly be felt in the oil industry 
as well. As in the past those com- 
panies having the most completely 
integrated organizations will occupy 
a favored position, and come in for 
a larger share of the profits. 





International Paper Nears 
Profits 





(Continued from page 241) 


with its enterprises. Since the pres- 
ent management took over control 
in 1935 there has been steady prog- 
ress towards a more complete and 
efficient utilization of the company’s 
properties. Under the modernization 
program the older and less valuable 
plants in the noriherr states have 
heen either converted to the manu- 
facture of more profitable papers or 
tliminated entirely. In line with 


this policy the unprofitable Interna- 
tional Paper and Power of New- 
foundland was recently sold to an 
English concern for $5,500,000 cash. 
Though there was a book loss of 
$362,388 on the transaction, the 
move was undoubtedly a smart one. 
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In 1907 a recapitalization plan was 
put into effect which eliminated two 
issues of preferred stock and heavy 
arrearage, and consolidated the vari- 
ous classes of common into one issue. 
This left the capital structure of the 
company consisting of $64,060,041 in 
funded debt, 925,935 shares of cumu- 
lative convertible 5% preferred 
stock of $100 par value. 1,823,270 
shares of common stock, and 1,348,- 
218 common stock purchase war- 
rants entitling holders to take up an 
equal number of common shares at 
$25 per share until 1942. The pre- 
ferred stock is convertible into two 
and one-half shares of common. The 
first large maturity that the com- 
pany will have to face is $12,050,000 
of 444% of the Southern Kraft Corp. 
in 1947. 

Earnings over the last few years 
have ranged from a deficit of $4.36 
per share in 1935 to a net profit of 
$2.47 per share in 1937. Last year 
the slump in business carried with it 
a deficit of $2.47 per share although 
by quarters a sharp improvement 
was shown near the end of the year. 
For the first six months of this year 
the company reported a deficit of 
$1.22 per share, but the third quar- 
ter report showed a strong improve- 
ment with the loss cut to only 29 
cents per share. Operations are re- 
ported to be the highest since 1937 
and with price increases made effec- 
tive late in September, the fourth 
quarter should go a long way toward 
bringing the full year report close 
to the profit point. Arrears on the 
preferred stock now equal $11.25 per 
share, and since at the present rate 
about half the dividend will be 
earned, there is a possibility that a 
payment may be made in the near 
future. 

The immediate future for the com- 
pany holds promise of a definite 
move over into the black side of the 
ledger. Retail sales throughout the 
nation show a marked increase espe- 
cially for department stores, and the 
heavy advertising they do to push 
sales is reflected by a 4.8% increase 
in newsprint consumption — for 
October over a year ago, making 
it the biggest month since Octo- 
ber, 1937. Added to this, the ex- 
panding sales in the kraft products 
divisions, the sharp increase in rayon 
pulp consumption and a steady for- 
ward movement in the specialty 
paper lines, make for a much better 
showing on the part of the industry 
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ANACONDA COPPER MINING CO. 
25 Broadway 
New York, N. Y., November 22, 
DIVIDEND NO. 126 
The Board of Directors of the Anaconda Copper 
Mining Company has declared a dividend of fifty 
cents (50¢c) per share upon its Capital Stock of 


1939 


the par value of $50 per share, payable Decem- 
ber 21, 1939, to holders of such shares of record 
at the close of business at 3 o’clock P. M., on 


1939. 
D. B. HENNESSY, Secretary. 


December 5, 


NATIONAL DAIRY PRODUCTS 
CORPORATION 

Dividends of $1.75 per share on the Preferred A 
and Preferred B stocks, payable January 2, 1940, 
and 20¢ per share on the Common stock, payable 
December 15, 1939, have been declared to holders 
of record November 28, 1939. 

ALA. — 


November 16, 1939 veasure? 





Newmont Mining 


Corporation 
. Dividend No. 45 
On November 14, 1939 a year end dividend 
of Two dollars per share was declared on the 
capital stock of Newmont Mining Corpora- 
tion, payable December 15, 1939, to stock- 
holders of record at the close of business 
November 30, 1939 
H E. DODGE, Treasurer 











as a whole. The Canadian Govern- 
ment has given assurances that noth- 
ing will be done in any way to im- 
pair the position of American capital 
invested there. And though there 
might be some pressure on the paper 
market as the result of the sharp cur- 
tailment of England’s consumption 
of Canadian output, estimates point 
to an almost parallel increase in 
South American demands. 

Both the common stock and the 
preferred stock of International Pa- 
per and Power have an active specu- 
lative following under conditions 
like the present. With a consider- 
able amount of leverage as the result 
of their heavy senior capitalization, 
the stocks move fast whenever a 
turn for the better or worse in the 
industry becomes apparent. Bought 
at the right time they offer specula- 
tive possibilities that are hard to 
match, but the holders rush to dump 
whenever the outlook loses its rosy 
hue, a factor that must be kept in 
mind when these are being consid- 
ered as purchases. The range of the 
ccmmon this year to date has been 
63-14%, and present price is around 

3. The 1937 high was 1914. This 
year’s range of the preferred shares 
has been 2514-5234, present price is 
around 50144 and 1937 high was 
6814. Obviously, neither issue is on 
the bargain counter at present. 





Procter & Gamble 
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On the other hand, the war will de- 
prive the company of a substantial 
portion of the earnings of its foreign 
subsidiaries located and operated 
outside of the United States. In the 
fiscal year which closed last June, 
these subsidiaries contributed 
$3,117,000 to the parent company’s 
earnings, or the equivalent of about 
50 cents a share on the outstanding 
common stock. The company has 
three plants in Canada and two in 
England, having aggregate net assets 
of $12,000,000, of which about $8.- 
000,000 represented undistributed 
earnings. Asa result of exchange re- 
strictions, it was announced that this 
year Procter & Gamble would include 
no earnings of the Canadian and 
British subsidiaries in income ac 
count. 

With the exception of 1937, the 


year ended June 30, last, was the 
most profitable in the company’s 
history. This would hold true even 
if allowance is made for the transfer 
to income account of $700,000 from 
inventory reserve. Net available for 
the common stock, after preferred 
dividends in the most recent year 
totaled $25,399,792 and was equal 
to $3.86 a share on the 6,409,418 
shares of common stock outstanding 
in the hands of the public. In the 
preceding fiscal year earnings were 
equal to $2.59 a share, including 
$2,500,000 non-recurring income re- 
ceived in settlement of patent litiga- 
tion. 

Near record earnings were sus- 
tained in the September quarter of 
this year. Net of $6,951,841 was the 
largest for any quarter in the com- 
pany’s history, except the March 
quarter in 1937. Net applicable to 
the common stock this year was 
equal to $1.06 a share and compared 
with 92 cents a share shown in the 
same months a year ago. 

Recently the company paid the 
regular quarterly dividend of 50 
cents on the common stock, plus an 
extra of 25 cents bringing total cash 
payments for the current calendar 
year to $2.25 a share. Last May a 
stock dividend of 1/75th of a share 
was distributed to common stock- 
holders. 

Notwithstanding the fact that last 
June the company redeemed 87,096 
shares of its 5% preferred stock at 
$110, cash increased nearly $7,500,- 
000 last year and stood, as of June 30, 
at the imposing figure of nearly $20.- 
000,000. In addition the company 
held nearly $5,000,000 in marketable 
securities. Inventories were down 
about $6,000,000 to $50,629,180. 
Total current liabilities were less 
than $18,000,000. Earned surplus 
totaled $76,185,525, a gain of $9,000,- 
000 for the year. The company had 
no funded debt or bank loans and 
the only capital obligations ahead of 
the common stock were 22,500 shares 
of 8% preferred stock and 84,473 
shares of 5% preferred stock. 

The following is an excerpt from 
the company’s latest annual report: 
“It seems obvious that in times such 
as these the Company should be in 
a strong cash position, with an ade- 
quate supply of raw materials on 
hand, and certainly it should be in a 
position to make quick adjustments 
if they should be made necessary by 
world events.” These requirements 





appear to have been adequately met, 
as the latest balance sheet will attest, 
Whatever the immediate future 
may hold for American business and 
industrial welfare, it seems incon. 
ceivable that any company as vep- 
erable as Procter & Gamble will lack 
the experience to cope with the situ. 
ation. Certainly the company has 
the tangible resources and probably 
it can be safely assumed on the 
strength of its past performance that 
it has that intangible something 
which spells survival and success, 





Electrical Equipments in 
Strong Recovery Trend 
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run on the average about 60% of 
those of General Electric, while sales 
of General Electric and Westing- 
house combined vary from 40 to 
65% of those for the greater part of 
the industry. 

From the foregoing it appears that 
General Electric continues the lead- 
ing company in the industry with 
its broad distribution of light prod- 
ucts lending partial stability, while 
sale of heavy equipment gives the 
shares a particular speculative ap- 
peal. Westinghouse follows the same 
general lines as G. E. in its operations 
and economics, while Allis-Chalmers 
might be classed as an “also ran” in 
any comparison with the two afore- 
mentioned units. 

Sales of electrical appliances are 
ahead of a year ago in all divisions. 
During September, 1939, however, 
sales of ironing machines fell behind 
the same month last year, while the 
sale of ranges continued to show in- 
provement. Refrigerator output dur- 
ing the first eight months of 1939 
was well ahead of the previous yea, 
and gained about 52%. Other ap- 
pliances in demand were vacuum 
cleaners and lamps. In dollar value 
sales of all appliances during the first 
nine months were 13% ahead of 
1938, which meant an increase from 
$292,415,000 to $330,731,000. Sales 
of these manufacturers for Septem- 
ber alone recorded a gain of 23% 
over a year ago. 

Among the better companies spe- 
cializing chiefly in the manufacture 
and sale of appliances are McGraw 
Electric and Landers, Frary & Clark. 
Leading units making electrical 1 
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gruments and apparatus of various 
types include Weston Electrical In- 
rument, Square D Co. and Cutler- 
Hammer, While Crocker-Wheeler 
flectric is one of the smaller com- 
panies making medium and heavy 
duty motors and generators as well 
as light appliances. Other companies 
more indirectly associated with the 
dectrical appliance industry are 
Maytag Co., maker of electrically 
driven washing machines; Easy 
Washing Machine, Electric House- 
hold Utilities, Carrier Corp., which 
produces air-conditioning apparatus 
as well as Savage Arms. The latter 
broadened its activities in recent 
years so as to include the manufac- 
ture of washing machines and irons 
in order to utilize available capacity, 
though the production of firearms 
remains the principal activity. Elec- 
trie Storage Battery, maker of 60% 
of the batteries in the country, might 
also be included since it does some 
installation of electric light and 
power units. 

It can be readily observed that 
competition is necessarily keen in the 
light appliance field, particularly 
since some companies take up the 
production of light articles as a 
means of obtaining additional out- 
lets and keeping their plants in 
operation. Profit margins of the bet- 
ler companies such as McGraw 
Electric and Cutler-Hammer are 
generally satisfactory. Some of the 
better of these companies, though 
not leaders in the industry, do offer 
the investor an attractive dividend 
paying investment with favorable 
possibilities. 
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fact that the items handled are gen- 
erally of a non-luxury nature makes 
for more stable operating results. 
This, taken in conjunction with the 
recognized ability of the manage- 
ment, has lead to an outstanding 
past earnings record. Profitable op- 
erations have been witnessed in all 
years since incorporation of the con- 
cern in 1924. Net income last year 
Was equal to $5.40 per common 
share, down from $6.52 a share in 
1987. Capitalization consists only of 
2,543,984 shares of no par value com- 
mon stock, on which dividends at 
Varying rates have been paid in all 
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years since initiation in 1925. An 
exceptionally strong working capital 
position has long been maintained. 
Profits in the six months ended 
June 30th last, scored good gains, 
advancing to $2.33 a share from 
$1.85 a share a year earlier. Sales 
in October were 7.1% above year 
earlier levels, while for the first ten 
months a gain of 9.8% was recorded. 
The trend should continue in line 
with improved employment condi- 
tions and increased farm purchasing 
power. Several new stores have been 
opened in recent months. Higher 
wholesale prices likely will work 
against any widening of profit mar- 
gins for the time being. Neverthe- 
less, good sized earnings gains are 
likely over the stretch ahead. The 
shares are among the more attrac- 
tive of the retail issues and appear 
well worth holding for both income 
and appreciation. 





R. H. Macy & Co. 


What has been the public reaction to R. 1. 
Macy’s recently introduced “cash-time” ser- 
vice? I had expected the World’s Fair and 
general pick-up in consumer buying to ad- 
vance share prices beyond current levels of 
around 33. Have the out-of-town stores done 
as well as New York? Are subsidiary inter- 
ests, such as radio, contributing much to 
earnings? Should I continue to hold 150 
shares bought at 55?—L. M., New Rochelle, 
N.Y. 

R. H. Macy & Co., operating the 
world’s largest department store in 
New York City, owns L. Bamberger 
& Co. in Newark, N. J., Davison- 
Paxon in Atlanta, Ga., and controls 
LaSalle-Koch in Toledo, Ohio. About 
two-thirds of total sales are ac- 
counted for by the New York outlet, 
roundly one-quarter by the Newark 
unit and the balance by the remain- 
der of the organization. All stores 
carry a wide line of quality goods 
offered at attractive prices. Because 
of price fixing laws which have been 
vigorously opposed, numerous prod- 
ucts are manufactured under its own 
trade name. These articles are ag- 
gressively promoted, being — sold 
throughout the organization and by 
others in territories not served by 
Macy establishments. Subsidiary ac- 
tivities, including radio, probably ac- 
count for less than one-third of the 
profits, although nothing definite in 
this connection is available. Opera- 
tions have remained consistently 
profitable, with net income in the 
fiscal vear ended January 28th last 
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52 Broadway ew York 
IMPERIAL OIL LIMITED 
DIVIDEND 
Notice to Shareholders and the Holders of Share 
Warrants 


NOTICE is hereby given that a semi-annual 
dividend of twenty-five cents (25c) per share 
and a special disbursement of twelve and one- 
half cents (1244c) per share, both in Canadian 
currency, have been declared and that the same 
will be payable on or after the Ist day of 
December, 1939, in respect to the shares speci- 
fied in any Bearer Share Warrants of the Com- 
pany of the 1929 issue upon presentation and 
delivery of Coupons No. 52 to any Branch of: 
THE ROYAL BANK OF CANADA, in Canada. 

The payment to Shareholders of record at 
the close of business on the 17th day of Novem- 
ber, 1939, and whose shares are represented by 
Registered Certificates of the 1929 issue, will 
be made by cheque mailed from the offices of 
the Company on or before the 30th day of No- 
vember, 1939. 

The transfer books will be closed from the 
18th day of November to the 30th day of No- 
vember, 1939, inclusive, and no Bearer Share 
Warrants will be ‘split’ during that period. 

The Dominion of Canada imposes a tax of 
5% deductible at the source on all non-resi- 
dents of Canada in respect of dividends received 
by such non-residents from Canadian debtors. 
This tax will be deducted from all dividend 
cheques mailed to non-resident shareholders and 
the Company’s Bankers, when paying the divi- 
dend on presentation of coupons belonging to 
non-resident shareholders, will deduct the tax 
on presentation of the coupons. Ownership cer- 
tificates must be presented with all dividend 
coupons owned by residents of Canada and pre- 
sented for payment. 

A credit for the 5% Canadian tax so withheld 
is allowable to shareholders resident in the 
United States against the tax shown on their 
United States Federal Income Tax Return. To 
enable such credit to be claimed, the United 
States Tax Authorities require the receipt or 
certificate of the Canadian Commissioner of In- 
come Tax for such payment. To obtain such re 
ceipt the United States shareholder must submit, 
at the time of cashing his dividend coupon, an 
ownership certificate on Canadian form 2601. 
Form 2601, if not available at local United 
States Banks, can be secured on request from 
the Company’s office or at any branch of The 
Royal Bank of Canada, in Canada. 

Non-resident shareholders are advised that in 
order to be assured of obtaining the official rate 
of exchange quoted by the Foreign Exchange 
Control Board of Canada their dividend cheques 
and coupons No. 52 payable lst December, 1939 
should be forwarded to any branch in Canada 
of a Canadian Chartered Bank for collection, 
with a request that the proceeds of the cheques 
and coupons in Canadian funds (less, in the 
case of coupons, the 5% non-residence tax) be 
converted into United States currency, sterling 
or other foreign currency at the official rate of 
exchange. 

No permit from the Foreign Exchange Control 
Board is required by non-resident shareholders 
for the purpose of obtaining conversion of their 
dividend cheques and coupons as aforesaid. 

BY ORDER OF THE BOARD, 
F. E. Holbrook, Secretary 
56 Church Street, 
Toronto 2, Canada. 
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Convertible Preference Stock, 
$4.25 Series of 1935, Dividend 


\ regular quarterly dividend of $1.06 on the 
Convertible Preference Stock, $4.25 Series of 
1935, of COMMERCIAL INVESTMENT 
TRUST CORPORATION has been declared 
payable January 1, 1940, to stockholders of 
record at the close of business on December 9, 
1939. The transfer books will not close. Checks 
will be mailed. 


Common Stock—Regular Dividend 


A regular quarterly dividend of $1.00 per share 
in cash has been declared on the Common Stock 
of COMMERCIAL INVESTMENT TRUST 
CORPORATION, payable January 1, 1940, te 
stockholders of record at the close of business 
December 9, 1939. The transfer books will not 
close. Checks will be mailed. 

JOHN I. SNYDER, Treesurer. 


1939, 


TRUST 


November 22, 








being equal to $1.42 per common 
share, down from $2.52 per share 
twelve months earlier. The decline 
last year, to the low of recent years, 
can largely be ascribed to a sales de- 
cline of about 8% and its magnified 
effects on profit margins already 
slim. Moderately improved sales in 
the January-July interval of 1939, 
a period of normally poor earnings, 
resulted in a reduction of the deficit 
for the six months from 36 cents a 
share a year earlier to 24 cents a 
share. World’s Fair attendance did 
not have the anticipated beneficial 
effect on sales that was expected. 
Re-opening of the Fair next year, 
however, should be of some aid. In- 
terim unit sales figures are not pub- 
lished, but retail sales in the New 
York area were 4% above year ear- 
lier levels in October and 5% higher 
for the first ten months, while for 
the nation as a whole the figures 
were 6% and 5% respectively. Since 
that time the gains have been fur- 
ther extended. The trend should 
continue over coming months in line 
with better levels of employment. 
Establishment recently of a cash- 
time service, which has been given 
favorable public reception, will like- 
ly be of aid earningswise. Rising 
wholesale prices and continuing se- 
vere competition will probably not 
allow any widening of profit margins. 
Accordingly, no more than moder- 
ate improvement in earnings is an- 
ticipated over coming months. The 
strong financial position would seem 
to allow for maintenance of current 
dividend payments for the time be- 
ing, at least. Coming into the period 
of greatest earnings, we would ad- 
vise continued retention for the in- 
come obtainable and possible longer 
term appreciation. 





Black & Decker Mfg. Co. 


Purchased 130 shares of Black & Decker 
at 3544 a couple of years ago. Although stock 
‘1s now only a few points below its high for 
this year, am wondering whether to continue 
holding. Do you think I will see the shares 
come back to my purchase price in the near 
future? How do current sales of tools and 
gauges compare with first half? What is the 
company’s financial position at present?— 


BB. G., St. Paul, Minn. 


As a long established manufac- 
turer on an international scale of 
electrically driven hand tools, such 
as drills, saws, screw-drivers, grind- 
ers and related lines, sales and earn- 


ings of Black & Decker Mfg. Co. 
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closely follow trends of industrial ac- 
tivity. This is borne out by the earn- 
ings record of recent years which 
shows deficits in the three years 
ended September 30, 1933, and prof- 
itable operations from then on. Net 
income in the fiscal year ended Sep- 
tember 30, 1938, was equal to $0.76 
per common share down from $2.82 
per share a year earlier. Capitaliza- 
tion is simple, consisting of only 
372,845 shares of no par value capi- 
tal stock. Finances are strong, as 
was shown by the balance sheet of 
June 30th last when cash alone of 
$747,819 exceeded total current lia- 
bilities of $386,584 by $361,235. Sales 
increased approximately 10% in the 
nine months ended June 30th last 
and net income in the interval rose 
to the equal of $1 a share from only 
59 cents a share in the corresponding 
year earlier period. The operating 
rate of the machine tool industry has 
increased steadily since the begin- 
ning of the year and activities in 
October were at 84.9% of capacity 
in contrast to 74.6% in September. 
Serving the construction, aircraft, 
shipbuilding and armament fields, 
activities of subject concern should 
continue to expand in line with the 
currently favorable operating out- 


look for the serviced industries. 
Business of foreign subsidiaries in 
Canada, Australia and England 


should continue at highly favorable 
rates. Accordingly, future earnings 
reports are likely to make for very 
satisfactory reading. An increase in 
the current 25-cent quarterly rate of 
dividends or an extra payment may 
be witnessed over the intermediate 
term. We regard the issue as a rather 
attractive speculation at this time, 
well worth continued retention. Al- 
though higher prices are looked for 
over the period ahead, we naturally 
are unable to say whether or not 
the purchase price of 3514 will be 
exceeded. 





American Smelting & Refining Co. 


Please give me your current appraisal of 
American Smelting and Refining common. 
How much effect will war and blockades have 
on Australian holdings? Is there any change 
in the situation in Mexico? I am holding 100 
shares purchased at 611% and would like to 
have your opinion on price appreciation pros- 


pects?—T. C. W., Montclair, N. J. 


American Smelting & Refining Co. 
ranks as the world leader in the 
smelting and refining of non-ferrous 


metal ore. Ores handled are largely 
on a toll basis for others. The cop. 
cern also owns or controls large min- 
ing interests in this country and 
abroad. Furthermore, important mi- 
nority interests are held in several 
domestic metal fabricators. Actiyj- 
ties in this country largely determine 
the trend of earnings, with the vol- 
ume of ores handled being the most 
important single factor. The nature 
of the business makes for rather wide 
cyclical changes in earnings as was 
evidenced by the sharp recovery 
shown from the depression low of a 
loss of $4.96 per common share in 
1932 to actual earnings of $6.85 a 
share in 1936. Profits receded slight- 
ly in 1937 to the equal of $6.54 a 
share and continued sharply down- 
ward the following year when $3.24 
a share was earned. The 2,191,609 
shares of $10 par value capital stock 
are preceded in the capital structure 
by only 500,000 shares of $7 cumu- 
lative $100 par value preferred stock. 
A characteristically strong financial 
condition has been maintained and 
at latest accounts (June 30, 1939) 
current assets, including cash and 
marketable securities of roundly 
$20,500,000 amounted to $87,215,219 
while current liabilities totaled only 
$22,516,339. In the six months ended 
June 30th last, net advanced moder- 
ately to the equal of $1.68 per share 
from $1.53 a share in the correspond- 
ing year earlier interval. Operations 
in this country have risen in reflec- 
tion of increased metal production 
occasioned by better business con- 
ditions and the war in Europe. Ac- 
tivities in Mexico, which are said to 
have accounted for about 18% of 
profits in 1938, may expand in line 
with increasing war demands. Elimi- 
nation of the silver export tax in that 
country will be of little benefit earn- 
ingswise. This because of lower sil- 
ver prices and increased taxes on 
other metals. Investment income 
may expand over coming months. 
The Australian property, which was 
just about breaking even in the fore 
part of the year, will likely continue 
as an unimportant earning factor for 
some time yet. War should stimu 
late activities somewhat but being 
far removed from the center of 
blockade operations, this factor 1s 
probably of little consequence to the 
“down under” property. Estimates 
are currently being made that full 
year 1939 results will approximate 
#4 a share. Relatively liberal divr 
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dend treatment is expected to con- 
tinue. As a speculation on contin- 
ued beterment in the metelS, we be- 
lieve these shares merit retention. ' 








Examining the Danger 
Signals 





—<_ 


(Continued from page 223) 


but we have had proof of its continu- 
ing effectiveness in both 1929 and 
1937. In the one case it was growing 
demand that finally tightened the 
money situation; in the other it was 
reduced supply due to the raising of 
reserve requirements. Whatever the 
immediate reason for it, whenever 
cash becomes emphatically valuable 
there is only one thing to be done 
and that is to liquidate, either in the 
market or in business commitments. 
With the spiral reversed, every indi- 
vidual step toward complete liquid- 
ity begets others in a sequence fully 
as stereotyped as that of the previ- 
ous uptrend. 

The supply of available money 
and credit today is one of the major 
phenomena of the times. Demand 
for it is restricted by exactly the 
psychological mistrust of the future 
we are considering. Even a tremen- 
dous increase in demand, however, 
would not of itself succeed in tight- 
ening money sufficiently to cause a 
shortage. This danger signal of the 
past may again prove important, but 
under any circumstances remotely 
similar to those now in effect it must 
continue conspicuous by its absence. 

The stock market is expressing 
doubt over the same points that 
bother business. Will the present 
pace continue? Will the increased 
activity result in comparable earn- 
ings gains? No one knows the an- 
swer yet, but we do know that a 
market which rushes to register a 
new Utopia is storing up trouble for 
itself. Complete agreement that 
prices are headed higher is neither 
hormal nor desirable. The skeptics 
provide conservatism and stamina 
which will later prove most useful. 
In the present setting the widespread 
urge for caution toward both busi- 
hess and investments is an impedi- 
ment to rapid progress which will 
provide a guarantee against certain 
past errors, and which may very pos- 
sibly prolong recovery to the point 
Where it becomes actual prosperity. 


DECEMBER 2, 1939 








Watch the Banking Figures 
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despite continuing loan deflation up 
to the early months of 1922. The 
major business recovery of 1921- 
1923 was paced first by expansion of 
bank investments and later by si- 
multaneous rise of investments and 
loans. In the first half of 1923 there 
was a minor divergence again, with 
shrinkage in investments and further 
rise in loans. This proved to have 
signalled a minor bear market, and 
a substantial business reaction which 
ran through the second half of 1923 
and the first half of 1924. 

Finally, it is worth noting that a 
similar set of warning signals pre- 
ceded the 1929 debacle. Bank in- 
vestment made their high in June, 
1928, but the shrinkage during the 
second half of 1928 was only $257,- 
000,000. In the next nine months 
investment deflation amounted to 
$487,000,000. While investments de- 
clined by $744,000,000 in fifteen 
months, loans increased by $1,330,- 
000,000. Business made its high in 
June, 1929. While the volatile Dow- 
Jones industrial index did not top 
out until September 3, 1929, the 
market as a whole never added much 
to late 1928 values—the triple highs 
in our broad weekly index having 
been 166 on December 1, 1928; 173.1 
on March 2, 1929; and 173.1 on Sep- 
tember 7. Thus, anyone who sold 
stocks at any time after member 
bank investments turned down dur- 
ing the second half of 1928 would 
have had little or nothing to com- 
plain about, provided he did so 
within fifteen months. 

With the exception of the 1936- 
1937 affair, each of these instances 
of important change in the bank 
credit picture that we have cited 
back to 1919 was accompanied by a 
significant tightening of short term 
interest rates. The failure of interest 
rates to rise in the late phase of the 
1936-1937 recovery, despite the fact 
that expansion of loans exceeded de- 
flation of bank investments during 
the second half of 1936 by $280,- 
(00,000, misled many observers, in- 
cluding the writer. We had_ the 
anomaly of a bull market topping 
out while average stock yields were 
still attractive, relative to both short 
and long-term interest rates. But 
while the old dividend yield-interest 





THE ELECTRIC STORAGE BATTERY CO. 


x The Directers have declared 
Darel from the. Accumulated Sur- 
plus of the Company a final 
ieaissye dividend for the year 1939 of 
. Fifty Cents ($.50) per share 
on the Common Stock and the Preferred 
Stock, payable December 21, 1939, to stock- 
holders of record of both of these classes of 
stock at the close of business on December 
1, 1939. Checks will be mailed. 
H. C. ALLAN, Secretary and Treasurer. 
Philadelphia, November 17, 1939. 











THE BELL TELEPHONE COMPANY OF 
CANADA 
Notice of Dividend 


A dividend of Two Dollars per share has 
been declared payable on the 15th day of Jan- 
uary, 1940, to shareholders of record at the 
close of business on the 23rd of December, 1939. 


F, G. WEBBER, Secretary. 
Montreal, November 22, 1939. 


DIVIDEND NOTICE 


A dividend of 75 cents per share has been 
declared on the Common Stock of said Company, 
payable December 18, 1939 to stockholders of 
record at noon December 2, 1939. 

C. H. McHenry, Secretary 


TEXAS GULF SULPHUR COMPANY 
The Board of Directors has declared a divi- 
dend of 50 cents per share on the Company's 
capital stock, payable December 15, 1939, to 
stockholders of record at the close of business 
December 1, 1939. 
H. F. J. KNOBLOCH, Treasurer. 


INTERNATIONAL PETROLEUM 


COMPANY, LIMITED 
Notice to Shareholders and the Holders of 
Share Warrants 

NOTICE is hereby given that a semi-annual 
dividend of 75c per share in Canadian Currency 
has been declared, and that the same will be 
payable on or after the lst day of December, 
1939, in respect to the shares specified in any 
Bearer Share Warrants of the Company of the 
1929 issue upon presentation and delivery of 
coupons No. 52 at:— 

THE ROYAL BANK OF CANADA, 
King and Church Streets Branch, 
Toronto, Canada. 

The payment to Shareholders of record at the 
close of business on the 20th day of November, 
1939, and whose shares are represented by 
registered Certificates of the 1929 issue, will be 
made by cheque, mailed from the offices of the 
Company on the 30th day of November, 1939. 

The transfer books will be closed from the 
21st day of November to the Ist day of Decem- 
ber, 1939, inclusive, and no Bearer Share War- 
rants will be “split” during that period. 

The Income Tax Act of the Dominion of 
Canada provides that a tax of 5% shall be im- 
posed and deducted at the source on all divi- 
dends payable by Canadian debtors to non-resi- 
dents of Canada. The tax will be deducted from 
all dividend cheques mailed to non-resident share- 
holders and the Company’s Bankers will deduct 
the tax when paying coupons to or for account 
of non-resident shareholders. Ownership Cer- 
tificates must accompany all dividend coupons 
presented for payment by residents of Canada. 

Shareholders resident in the United States 
are advised that a credit for the Canadian tax 
withheld at source is allowable against the tax 
shown on their United States Federal Income 
Tax return. In order to claim such credit the 
United States tax authorities require evidence 
of the deduction of said tax, for which purpose 
Ownership Certificates (Form No. 601) must be 
completed in duplicate and the Bank cashing the 
coupons will endorse both copies with a certi- 
ficate relative to the deduction and payment 
of the tax and return one Certificate to the 
shareholder. If Forms No. 601 are not available 
at local United States banks, they can be se- 
cured from the Company’s office or the Royal 
Bank of Canada, Toronto. 

Under regulation No. 11 of the Foreign Ex- 
ehange Control Board of Canada non-resident 
shareholders are advised that the amount of 
the current dividend can be converted into U. S. 
or other foreign currency without obtaining a 
permit from the Foreign Exchange Control! 
Board. 

Non-resident shareholders are advised that in 
order to be assured of obtaining the official rate 
of exchange quoted by the Foreign Exchange 
Control Board of Canada their dividend cheques 
and coupons Nos. 52 payable ist December, 
1939, should be forwarded to any branch in 
Canada of a Canadian Chartered Bank for collec- 
tion, with a request that the proceeds of the 
cheques and coupons in Canadian Funds be con 
verted into United States Currency at the official 
rate of exchange. 

By order of the Board, 

J. R. CLARKE, Secretary. 
56 Church Street, Toronto 2. Canada. 
14th November, 1939 





rate measuring rod went by the 
board, the bank investment account 
remained a valid guide. It has 
called three major depressions in this 
generation and missed calling none— 
thus far. The time lag has been 
more clear-cut on the down side 
than in the recovery forecasts, pos- 
sibly because innumerable factors 
can check or interrupt a recovery 
while nothing seems to impede a de- 
pression once it is off to a good run- 
ning start. 

At least as far as our records go, 
the nicest thing about this bank in- 
vestment indicator is its patient per- 
sistence. In 1919 one could have 
watched it and studied it for six 
months and still have ample time to 
get out of stocks or trim business 
sails. After June, 1928, there were 
fifteen months of grace, although as 
noted heretofore investors and busi- 
ness men could have acted very 
profitably on the warning within six 
months. After July, 1936, there were 
seven months of grace for the market 
and in the neighborhood of thirteen 
months for business. 

In recent years variations in mem- 
ber bank loans appear to relate 
mainly to expansion or contraction 
of business inventories. So far as an 
upward business cycle is concerned, 
these figures have limited forecast- 
ing value. A rise in loans may be 
considered favorable—or at least not 
adverse—if accompanied by equiva- 
lent rise in the adjusted bank debits. 
This is merely another way of saying 
that an expansion of inventories is 
favorable so long as there is equiva- 
lent rise in total sales. Expansion 
of bank loans in late 1936 and 
throughout the first nine months of 
1937 outran distribution to consum- 
ers. Persistent decline in the ratio 
of bank debits to commercial loans 
signaled trouble some weeks ahead 
of the initial stock market decline 
in 1937. 

The bank debits-commercial loan 
ratio is an especially useful tool in 
cycles in which inventory expansion 
is a major business factor, which is 
true today. Among analysts, how- 
ever, there are wide variations of 
practice in “adjusting” the debit 
figures. Thus, adjusted debit figures 
used by one prominent financial 
publication in charting ratio of debits 
to commercial loans indicates a per- 
sistent tendency for inventory ex- 
pansion to have exceeded consump- 
tion throughout the business rise this 
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year. In contrast, an index of pro- 
ductive spending constructed from 
the debit figures by the Institute of 
Applied Econometrics, shows a rise 
of approximately 10% since last 
April, while the corresponding in- 
crease in commercial loans over the 
same period has been 9.3%. 

The economic significance of bank 
investment will be more readily 
understood if one looks at the mat- 
ter in reverse. When a bank buys a 
bond—paying for it with a deposit 
“written up” on its books—that is 
an investment, but the seller of the 
bond is a borrower just as much as 
is a business man who obtains a com- 
mercial loan. Commercial loans re- 
late chiefly to short term or inter- 
mediate term business commitments. 
Bank investments in corporate bonds 
relate to long term capital under- 
takings, as do also a goodly portion 
of investments in municipal and 
state bonds floated to finance endur- 
ing public works. Bank investments 
in Government bonds (loans to 
Uncle Sam) finance such things as 
public works or armaments on the 
one hand and, on the other hand, 
direct consumer payments such as 
relief, farm benefits, etc. So exam- 
ined, it is not hard to understand 
why bank investments have become 
as dynamic a credit factor and busi- 
ness influence as bank loans were in 
an earlier day. 

Looking at the broader aspects of 
the banking situation today, the 
most notable fact is that this coun- 
try’s working cash balance—demand 
deposits and currency—is higher 
than it was at the 1929 crest, but 
that the amount of money we are 
spending does not remotely approach 
pre-depression standards. 


There is a notable qualitative dif- 
ference between the supply of money 
today and that of 1929. To a far 
greater extent than in 1929, the back- 
bone of this bank credit inflation is 
Government bonds and gold. The 
bank money inflation of the roaring 
*20’s rested in dangerous degree on 
speculative security loans and on 
bank investments in bonds of less 
than prime quality. Thus, any such 
long spiral of bank credit deflation 
as hit us between 1929 and 1933 is 
simply out of the picture. If at any 
time during the next several years a 
combination of economic, political 
and psychological conditions should 
make for widespread optimism, we 
could have a protracted prosperity 


financed merely through more aetiy 
spending of the billions of ba 
money that New Deal inflation hy 
created. -_ 





International Harvester 
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large amount of constant capital j 
vestment required in the company: 
operations and the necessity of coy: 
ering this overhead before any nel 
income can be reported. Thus g 
deficit was shown for 1932 and 1933, 
By 1935, however, earnings w 
equivalent to $3.28 on the comme 
stock, whereas in 1934 a deficit of 
$0.42 per share was reported. BE 
Financially, Harvester is very) 

strong, and this is one of the m 
attractions the shares have for it 
vestors. In the fiscal year ended’ 
October 31, 1938, the ratio of cum 
rent assets to current liabilities wag” 
8.4 to 1 with cash alone $59,173,968) 
or $25,227,950 in excess of total cum™ 
rent liabilities. Since 1934 surplus” 
has increased each year consistently” 
and in 1938 totaled $79,370,655,” 
while dividends on the common have = 
been paid regularly since 1918. ~ 

In conclusion it might be pointed = 
out that while impressive advances” 
have been made in the marketing of 
trucks, and a strong position mail- 7 
tained in the sale of tractors, farm | 
equipment has become a continually ” 
less important element in the come” 
pany’s output. However, earnings” 
still depend largely in the final analy. 
sis upon agricultural prosperity, and 
this branch of the national economy ~ 
has presented a chronic problem” 
since 1918 with little likelihood oF 
any immediate change despite the 
present European War. Because of 
this latter factor foreign activities” 
seem certain to suffer and exchange” 
problems are very apt to multiply.” 
Competition in the truck and tractor 
fields are likely to become more ik” 
tense, though during periods of com| 
siderable business activity earnings 
from these divisions should be im 
pressive. It is therefore probable | 
that in the future Harvester will) 
coast along with the general trend” 
of agriculture and industry, and 
though earnings on the common; 
stock should continue satisfactory; 
it appears unlikely at this time that) 
anything of a spectacular nature 
will develop. 
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